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Husky Oil 1977 Annual Report 


40 Years 
of Progress 


New Cody ail field with City of Cody, 
Wyoming in background. 


On December 31, 1977, Husky completed its 40th year in business. Founded on 
January 1, 1938, the company has experienced four decades of growth and expan- 
sion. The following are but a few of the significant events that have helped shape 
Husky as it is today and also set our future course: 


1938 Husky Refining Company incorporated on January 1, 1938 by Glenn E. Nielson 
at Cody, Wyoming with a 900 barrel per day refinery, 19 employees and one 
producing lease. 


1939-43 Acquired first service stations and producing properties. 


1944 Built a fuel oil refinery in Riverton, Wyoming in 28 days to supply a special fuel 
oil to the U.S. Navy. Acquired leases in the Rangely, Colorado field. 


1946-47 Began operations in Canada and because of steel shortage, moved the 
Riverton refinery to Lloydminster, Alberta. Organization of a subsidiary, Husky Oil and 
Refining Ltd. 


1949 The Canadian company, Husky Oil and Refining Ltd. went “public” by selling 
common stock to the investing public. 


1950-51 Husky Oil Company, the U.S. operation, acquired oil and gas leases in 
Texas and New Mexico. Gasoline now being sold through 63 retail outlets in Wyoming, 
Montana, Idaho and Utah. In Canada a five year contract was signed with Canadian 
National Railways to supply them with heavy fuel oil. 


1952 First public offering of U.S. Husky Oil common stock — 200,000 shares were 
sold. $1 million modernization program was begun on the Cody refinery. 


1953 Marketing operations began in Canada under the “Husky” brand. 
The Canadian and U.S. companies are separated. 


1954 Gate City Steel Works, Inc. of Omaha, Nebraska was purchased. Acquisition of 
approximately 200 H. Earl Clack marketing outlets. Refineries were purchased at 
Ft. William, Ontario and Moose Jaw, Saskatchewan. 


1955-56 International exploration was commenced. 44 additional marketing outlets 
in Canada. 


1957 Began developing “Super Truck Stops” on main highway routes. Trans-Tex Drill- 
ing merged into Rimrock Tidelands. 


1958 In Canada, acquired Liberal Petroleums Ltd. Husky increased retail outlets in 
the U.S. to 263. 


1959 Cody refinery went through a major expansion. A briquetting plant was 
acquired at Dickinson, North Dakota. 


1960 Canadian Husky became the parent company through the exchange of 
common shares. 


1961-63 Commenced the Lloydminster project by building a two-way “yo-yo” 
pipeline between Lloydminster and Hardisty, Alberta. Briquetting operation was incor- 
porated as Husky Briquetting and a plant was added at Bienfait, Saskatchewan. Ac- 
celerated Lloydminster land acquisitions. 


1964-65 Second pipeline built between Lloydminster and Hardisty. Acquired two 
more briquetting plants and additional plants for Gate City Steel. 


1966-67 Acquired one million acres of Lloydminster area leases from Canadian 
Pacific Oil and Gas Ltd. Participated in Quirk Creek, Alberta foothills discovery. 


1968 Assets of Frontier Refining Company were acquired with three refineries and 
945 service stations in 17 western states. 


1969 A third new pipeline was constructed between Lloydminster and Hardisty. Both 
the carbon and steel operations acquired new plants. 


1971 Husky became a participant in the Sea Search Group in the North Sea. Con- 
tinued expansion of Travel Center program along major highways in North America. 


1972-73 James E. Nielson named president and chief executive officer, succeeding 
Gene E. Roark. Exploration begins in the Sulu Sea offshore the Philippine Islands. - 


1974 Continued Philippine and North Sea exploration. Acquired Block 329 offshore 
Louisiana. Production office opened in Santa Maria, California. 


1975 Successful New Mexico natural gas exploration program. Husky was selected 
to operate an exploration program on Naval Petroleum Reserve Number 4 on the 
North Slope of Alaska. 


1976-77 U.S. exploration and production activity expanded. Oil discovered adjacent 
to the Cody, Wyoming refinery and natural gas in Gulf of Mexico. Discovered 
hydrocarbons offshore the Philippines and exploration activity commenced in Pakis- 
tan. Partner in a Nevada oil discovery. Acquired refinery at Prince George, British 
Columbia and 110 service stations in Canada from Union Oil Company of Canada. 
Gate City and Husky Industries expand operations. Record high financial results 1977 
year of operation. 


Year in Brief Highlights of Operations 


Page Financial 1977 1976 
Financial thousands of dollars 
Record high results 4 Sales and operating revenues................ $620,369 $522,357 
hi Working capital provided by operations ....... 100,131 73,953 
Exploration — Neigcanhlings aircnde tien: acl cent want etait 42,807 30,025 
New Cody oil field 5 Net earnings per 
ruller Reservoir drilling Ss) Comamonm share. (incCollars) meeeumacr ae eee 4.06 3.02 
Joint venture exploration C@apiiabexcenciturespasect aie cute os eee wee 91,878 99,407 
program Seer Workdnd capitalzatendol year, ine). eats 55,083 49,248 
Philippines offshore discovery OMe rong tenn cevianend.oisyear vis sae. 120,795 142,543 
North Sea discovery 6 
Pakistan offshore exploratory Operations 
drilling 6 
Production Gross crude oil and gas liquids 
Record nianneen 9 PIORUCHOR A DaltielStally) i weqa.uo1cc ee amano, 47,937 44,726 
pve g ees Net crude oil and gas liquids 
ah Lloydminster production (barrels daily) .................. 35,287 37,301 
pace gait ee 9 Gross natural gas production (MCF per day) .. 78,738 73,828 
Pe a di See 9 Net natural gas production (MCF per day)..... 61,061 55,618 
OOS CON Refinery runs (barrels daily).................. 59,521 55,719 
Acquisition of California Refined product sales (barrels daily) .......... 68,638 64,895 
properties — POM Numbenoisaiecoulleton sees (12) 1,186 1,201 
Special technical group 10 
Canadian crude oil price Net Earnings Working Capital 
increases 10 In Millions of Dollars from Operations 
Saskatchewan legislation Net Earnings Per Share* In Dollars a Ro 
change 10 100 
Refining and Marketing 4 90 
Record high throughput 13 > 
Upgrading plant proposal 13 
Refinery modification projects 13 ue 
Lloydminster blend sales 60 
contract 13 50 
Record high sales 15 ie 
Feedstock to U.S. refineries a 
varied tO 
Car/Truckstop system of a 
marketing outlets 15 10 


National Petroleum Reserve, 
Alaska 19 


= 
Earnings from operations including extraordinary items y 


Capital Expenditures In Millions of Dollars 
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Letter to 
Shareholders 


December 31, 1977 marked the 
completion of Husky's 40th year. 
Since its founding on January 1, 
1938, in Cody, Wyoming, the com- 
pany has experienced a history of 
growth and development. In 1977, 
Husky’s financial results were the 
nighest in the history of the company. 


Predominant among the factors re- 
sponsible for the 1977 progress are 
the contributions made by our em- 
ployees. The record levels of per- 
formance achieved last year are due 
to their dedicated efforts, loyalty and 
hard work. As a result, Husky con- 
tinues to be a dynamic, growing 
company. 


In review, Husky’s 1977 record high 
earnings were $42.8 million, or $4.06 
per share, an increase of 43 per cent 
over $30.0 million, or $3.02 per share 
in 1976. Sales and operating re- 
venues increased 19 per cent to 
$620.4 million from $522.4 million the 
previous year. Working capital pro- 
vided by operations improved 35 per 
cent to $100.1 million from $74.0 mil- 
lion in 1976. Our 1977 earnings rep- 
resent a 6.9 per cent return on gross 
revenues compared to 5.7 per cent 
in 1976. 


The company’s record high financial 
results in 1977 were primarily due to 
Improvements in all petroleum opera- 
tions. Crude oil and natural gas 
revenues were the highest in the 
history of the company. In addition 
refining throughput and total refined 
product sales both established 
record highs for Husky in 1977. 
Husky’s carbon operations improved 
over 1976 record high results while 
earnings from steel operations de- 
clined 31 per cent. 


The capital program authorized for 
1977 reached an all-time high of 
$124.2 million, up 19 per cent from 
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$104.0 million in 1976. Capital spend- 
ing for 1978 will continue to be di- 
rected toward our stated corporate 
objectives of maintaining or increas- 
ing cash flow and sales volumes, re- 
ducing sensitivity to seasonal mar- 
kets and continuing to work toward 
balancing our production, refining 
and marketing volumes within both 
Canada and the United States. In 
support of these objectives, Husky’s 
budgeted 1978 capital programs are 
projected to be $109.2 million, $101.2 
million of which will be for regular 
work programs. The additional $8.0 
million is to be spent on special pro- 
jects. 1978 expenditures for oil and 
natural gas exploration and produc- 
tion will be the largest in the com- 
pany’s history at $75.3 million, with 
$33.6 million programmed to be 
spent in Canada, $35.2 million in the 
United States and $6.5 million in in- 
ternational exploration. 


In short, in the near term we are 
working to reach a balance in our 
operations and to improve our cash 
flow while involving ourselves in in- 
termediate and long range situations 
having substantial potential. 


The past year was one of follow-up 
and development of earlier significant 
exploration discoveries. We con- 
tinued drilling and development of 
the 1976 Cody Oilfield discovery ad- 
jacent to our Cody, Wyoming refinery. 
Further drilling and development was 
also conducted on our natural gas 
discoveries offshore Louisiana, in 
New Mexico and in the Wind River 
Basin of Wyoming. In addition, 1977 
was a year of new exploration pro- 
jects in the Rocky Mountain region 
of the United States and in 

Western Canada. 


During 1977 Husky entered into a 
$36.0 million exploration joint venture 
with a subsidiary of Panhandle East- 
ern Pipeline Company to explore for 
natural gas in Wyoming and northern 
Colorado. Active exploration and de- 
velopment work continued in the 
Lloydminster region of Alberta/ Sas- 
katchewan in addition to an expan- 
sion of our land position there. In 
Western Canada, Husky continued a 
moderate exploration program par- 
ticularly directed towards an ex- 
panded natural gas position. Over- 
seas, we participated in an oil dis- 
covery offshore the Philippines where 
further drilling is continuing. Our land 


position has been increased offshore 
Palawan Island. During 1977 we par- 
ticipated in drilling a discovery in the 
North Sea and we recently com- 
menced drilling our first well off- 
shore Pakistan. 


Recognizing the significant contribu- 
tion heavy oil reserves can make to- 
wards increased North American 
energy supplies, Husky announced 
in 1977 plans for the construction of 
a heavy crude upgrading plant in 
Western Canada. This plant would 
upgrade Western Canadian heavy 
crudes into a feedstock usable by all 
Canadian refineries and would pro- 
vide an expanded market for heavy 
oil production. At the same time the 
plant would help reduce Canada’s 
forecast need to continually increase 
foreign crude oil imports. Discussions 
and negotiations are presently being 
conducted with heavy oil producers 
and provincial and federal govern- 
ments. 


The growing recognition of the value 
of the large accumulations of heavy 
oil in both Canada and the United 
States has led to an emerging 
understanding of the unique nature of 
heavy oil reserves, reservoir charac- 
teristics and oil in place per acre foot 
relationships. In short, heavy oil re- 
serves are not precisely comparable 
with light oil reserves. Our holdings in 
the Lloydminster area, our interests in 
the Athabasca and Cold Lake re- 
gions of Alberta together with our 
positions in the heavy oil areas of the 
United States, particularly California, 
give us a significant potential for the 
future. In order to better utilize this 
resource and increase the recovery 
of oil in place, a special enhanced 
recovery study group was formed 
during 1977 to investigate methods of 
producing more of the oil in place. 


Modernization and expansion pro- 
grams were commenced last year at 
Husky’s Cheyenne, Wyoming and 
Prince George, British Columbia re- 
fineries. Both projects are expected 
to be completed and operational in 
1978. The Cheyenne modification will 
reduce Husky’s dependence on the 
highly seasonal asphalt and fuel oil 
markets. The program at both plants 
will increase their capacity and ability 
to produce a wider range of light oil 
products. Upgrading of our service 
station outlets continued throughout 
1977. Husky, as it has for years, con- 


tinues to modify its retail outlets and 
service facilities in response to cus- 
tomer demand. 


During 1977, Husky began the third 
year as operator under a five year 
exploration management contract for 
the U.S. Government on the National 
Petroleum Reserve, Alaska. Under the 
cost-plus fixed fee contract, Husky is 
responsible in the current fiscal year 
for managing a $190 million program 
covering the 24 million acres of the 
reserve and involving more than 800 
direct employees and contractor per- 
sonnel. The company is actively pur- 
suing similar contract operations in 
other areas of the world. 


In our Consideration and assessment 
of future developments, our greatest 
concern is the rapid increase in infla- 
tion. Inflation affects our intermediate 
and long range capital investment 
and operational plans. The weakness 
of the dollar in world markets has a 
profound effect upon every aspect of 
Our operations and influences our 
decisions. North American econo- 
mics cannot be viewed in isolation 
and we at Husky, as well as all others 
in business, are recognizing that we 
must look at economics and energy 
on a world wide basis. 


One of the major factors contributing 
to North America’s inflation and 
economic problems is the delay in 
becoming less dependent on over- 
seas sources of energy. Political and 
governmental decisions, or the lack 
thereof, have been, and are presently 
obstacles in the industry's ability to 
move toward reduced dependency. 
We are encouraged that both the 
United States and Canadian govern- 
ments have recognized the need to 
develop an energy policy. Both 
should be commended for focusing 
attention on national energy needs. 
Canada has moved toward an 
energy policy. The Canadian gov- 
ernment has recognized the reality of 
world prices for petroleum and has 
adopted a pattern of price increases. 
Natural gas pricing policies take into 
account the reality that gas must be 
priced with oil on a comparable BTU 
basis. Also recognized is the fact that 
exploration for and development of 
new sources of oil and gas will not 
occur without proper economic in- 
centives to the producer. The only 
major area of debate in Canada is 
how the portion of increased oil and 


gas revenues |s to be shared be- 
tween the producer and the federal 
and provincial governments. 


In the United States, debate still 
continues over a national energy 
program. At the same time, existing 
and proposed legislation continues to 
expand government regulation of the 
oil and natural gas industry. It is un- 
fortunate that many in the govern- 
ment and much of the public do not 
seem to recognize that the market- 
place is the best allocator of a re- 
source or product. Moreover, the 
major pieces of proposed legislation 
do not recognize the need to stimu- 
late and increase domestic explora- 
tion and production nor the impor- 
tance of encouraging the capital for- 
mation required for the rapidly in- 
creasing and necessary energy in- 
vestments. 


Given these problems, there is a 
glimmering of light at the end of the 
tunnel. While delay is occurring in the 
enactment of the National Energy 
Plan, some of this delay is a result of 
lawmakers awakening to the fact that 
the private sector is still the most ef- 
ficient provider of energy supplies 
and that proper return on investment 
and other economic incentives are 
mandatory if domestic energy pro- 
duction is to be increased. Such an 
awareness by lawmakers, while 
creating a delay and uncertainty, is 
encouraging. 


Today, all business decisions must 
take into account the uncertainties 
arising from the actions or lack of ac- 
tion of governments. Decisions 
reached in 1978 and years to come 
by governments in both Canada and 
the United States, at all levels, will 
have a significant effect upon the fu- 
ture of our company. Husky is devot- 
ing more and more time and effort in 
providing input into the governmental 
process, both legislative and ad- 
ministrative. We will continue to do so 
and to speak out on the issues in 
order to convey the facts of energy 
not only to governments but to the 
public in general. 


While some of what we have said as 
Husky begins its forty-first year may 
sound pessimistic, the fact is the op- 
posite is true. We are optimistic that 
many opportunities exist for our 
company and our industry. We feel 
we have positioned ourselves to take 


advantage of emerging opportunities 
in Canada, the United States and 
overseas. Husky will continue its 
success if we keep alert to these op- 
portunities and to the changing na- 
ture of governments. Most impor- 
tantly, we must continue, in our deci- 
sions and actions, to properly con- 
sider the interests of our customers, 
investors and the general public. 


hl C Wisken. 


Glenn E. Nielson 
chairman of the board 
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James E. Nielson 
president 


ee 


lon 


Explorat 


Review of 
Operations 


The main thrust of Husky’s explora- 
tion effort in 1977 was to strengthen 
programs throughout the company. 
In the United States we made sig- 
nificant progress in building our 
organization by the addition of sev- 
eral highly qualified individuals to 
Husky's staff. The company also en- 
tered into a major exploration joint 
venture with a subsidiary of Pan- 
handle Eastern Pipeline Company to 
explore for natural gas in the Rocky 
Mountains. In our International 
operations, Husky participated in 
discoveries in the North Sea and off- 
shore the Philippines as well as in- 
creasing its position offshore the 
Philippines. In addition, our work in 
Pakistan has reached the point of 
developing drillable prospects. In 
Canada much of our efforts were di- 
rected towards increasing our land 
position, particularly in the Lloyd- 
minster area. 


Confirmation drilling of 1976 dis- 
coveries set up the development of 
an oilfield in the Big Horn Basin and 
natural gas fields in the Wind River 
Basin and offshore Louisiana. 


In the Big Horn Basin of Wyoming, 
the first offset to the Husky explora- 
tory well, which discovered the new 
Cody oil field, was completed in the 
Phosphoria formation at an initial 
production rate of 250 barrels per 
day. A third well was drilled one mile 
north of the discovery well and was 
also completed in the Phosphoria 
formation at an initial production rate 
of 450 barrels per day. The fourth 
and fifth wells are now being com- 
pleted, while the sixth and seventh 
wells in the field are drilling. Husky 
has a 100 per cent working interest 
in the new field. 


At Fuller Reservoir in the Wind River 
Basin of Wyoming, a well was drilled 
and completed approximately one- 
half mile from a 1976 deep test which 
had encountered multiple gas pay 
zones from 4,000 to 10,000 feet. The 
offset well, completed in a Fort Union 
Sand at approximately 6,500 feet has 
been production tested at a rate of 

4 million cubic feet per day against a 
back pressure of 800 pounds per 
square inch. Additional drilling in 
Fuller Reservoir is scheduled for 
1978. Husky has a 30 per cent work- 
ing interest in this new field. 


During the second quarter, Husky en- 
tered into a 4 year, $36 million ex- 
ploration program with Pan Eastern 
Exploration Company, a subsidiary of 
Panhandle Eastern Pipeline Com- 
pany, to explore for natural gas in the 
Big Horn, Wind River, and Green 
River Basins of Wyoming and North- 
ern Colorado. Husky is operator in 
the joint venture and is furnishing the 
exploration and operating staffs, $7 
million in funds and an initial con- 
tribution of approximately 220 
thousand acres of land. Pan Eastern 
will contribute $18 million in funds. 
The cost of development for any dis- 
coveries will be shared equally and 
will be in addition to the commitment 
for exploration. Husky will have a 60 
per cent and Pan Eastern a 40 per 
cent interest in the co-venture prop- 
erties. 


Pan Eastern has the right to purchase 
all natural gas with the exception of 
some equity gas Husky can reserve 
for use in its Rocky Mountain re- 
fineries. Husky has the right to pur- 
chase all crude oil and natural gas 
liquids production. 


In the program, four 10,000 foot Eric- 
son tests were drilled in the Green 


River Basin and abandoned. The fifth 
well, a Nugget test scheduled for 
18,300 feet, is currently drilling below 
10,000 feet. This test, known as Mas- 
sacre Hills, is located on a large fea- 
ture near the City of Green River, 
Wyoming. In addition, significant geo- 
logical and geophysical work pro- 
grams are underway in all three Ba- 
sins as well as in the overthrust area 
of Wyoming, Idaho and Utah. 


Opposite page: Offshore drilling - 
Vermilion Block 329, Gulf of Mexico, 
contirming earlier natural gas discovery 


Top: Derrick floor — exploration drilling 


Left: Exploration drilling — Green River 
Basin, Wyoming 


3 


Geophysical work and active 
exploratory drilling continued in the 
Lloydminster region of Alberta/ 
Saskatchewan in 1977. In addition to 
expanding its land position in the 
area, Husky drilled a total of 18 ex- 
ploratory wells during the year. Re- 
sults include two oil wells, five natural 
gas wells and three indicated oil and 
natural gas wells. 


As a result of a successful shallow 
natural gas program in Southern 
Alberta and increased emphasis on 
the natural gas potential of Lloyd- 
minster, the company acquired addi- 
tional land in natural gas prone areas 
in Eastern and Central Alberta 
during 1977. 


In Southeast New Mexico, our 
ongoing exploration program for 
deep natural gas is continuing to 
produce favorable results. This pro- 
gram is expected to continue for a 
number of years. Husky has varying 
interests in approximately 30,000 
acres in Southeast New Mexico, 
much of which is held by shallow 
production but has deep production 
potential. 


Husky has a one-third working in- 
terest in a 1977 oil discovery on the 
Northwest shelf off Palawan Island, 
offshore the Philippines. The discov- 
ery well, Amoco-Husky Cadlao #1 
flowed 47.7 degree gravity oil at a 
rate of 3,630 barrels per day from a 
limestone reef at a depth of approxi- 
mately 6,000 feet. Further drilling is 
required to establish the significance 
of the discovery. 


Early in 1978 Husky entered into a 
fourth exploration concession ar- 
rangement in an area contiguous with 
two of the company’s other conces- 
sion areas offshore the Philippines. 
Husky will earn a 20 per cent working 
interest in the new concession area. 
Husky has a dominant land position 
in the region, with varying interests in 
a total of approximately 4,000,000 
acres offshore the Philippines. 


An exploratory well drilled on Block 
16/26 in the United Kingdom sector 
of the North Sea discovered natural 
gas and condensate. The discovery 
well flowed natural gas at a rate of 
12.3 million cubic feet per day and 54 


degree gravity condensate at a rate 
of 879 barrels per day from Cretace- 
ous sands through a one-half inch 
choke. Oil had been tested earlier 
from thin Jurassic sands encountered 
deeper in the well. More drilling on 
Block 16/26 will be carried out after 
additional seismic is conducted. 


Husky is currently drilling an explora- 
tory well offshore Pakistan. The well, 
Husky Karachi South A-1, is located 
22 miles from Karachi, in 70 feet 

of water. The well is projected for 
10,000 feet to test the Paleocene and 
Cretaceous horizons on a large struc- 
tural feature. Husky has a 95 per cent 
working interest in a concession 
covering 6,800 square miles in the 
Delta region of the Indus River, half 
onshore and half offshore. The re- 
maining 5 per cent is held by the 
Pakistan Oil and Gas Development 
Corporation (OGDC). The exploratory 
test follows extensive geological and 
geophysical work conducted in the 
area since early in 1976. 


Above: Derrick floor — exploration drilling. 


Below: Western Wyoming 
exploratory drilling. 
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Opposite page: Crude oil pumping unit. 


Opposite page-inset: Production battery — 
Lloydminster. 


Above right: Crude treating unit - 
Lloydminster 


Above: Pumping units and treaters — 
Santa Maria, California. 


Below right: Canadian production 
battery. 


In 1977, Husky’s revenues from the 
Production of crude oil and natural 
gas were the highest in the history 
of the company. 


Gross crude oil production increased 
by approximately 7 per cent to 
47,900 barrels per day during 1977 
from 44,700 barrels per day in 1976. 
Net crude oil production averaged 
35,300 barrels per day compared to 
37,300 barrels per day the previous 
year. The reduction in the compar- 
ative net crude oil volumes is mainly 
the result of a change by the Sas- 
katchewan Government in its method 
of revenue collection on oil produc- 
tion from a surcharge system to a 
oyalty method. Although the new 
method has the effect of reducing 
net crude oil production volumes, 
the changes have not significantly 
affected Husky’s production 

income per barrel produced 


Gross natural gas production also 
increased by approximately 7 per 
cent to 78.7 million cubic feet per day 
in 1977 from 73.8 million cubic feet 
per day a year earlier. Net natural 
gas production increased to 61.1 mil- 
on cubic feet per day from 55.6 mil- 
on cubic feet per day in 1976. The 
increase in natural gas production is 
primarily due to increased production 
n Alberta and from various proper- 
ties in New Mexico following suc- 
cessful exploration programs in those 
areas. In addition, the company has 
the immediate capability of substan- 
tially increasing its Canadian natural 
gas production rate which Is currently 
curtailed as a result of an oversupply 
of natural gas in Western Canada 

for the Canadian market. 


Production increases in 1977 were 
largely due to Husky's ability to return 
Lloydminster to an unrestricted pro- 
ducing status early in the year. Late 
in 1976 production from the field had 
been cut back one-third due to mar- 
keting restrictions. As a result, more 
than 550 Husky oil wells were shut in. 
This ban was lifted in the first quarter 
of 1977 and the field was essentially 
on full stream by mid-year. 


Production from Husky operated 
properties in Lloydminster reached 
approximately 27,500 barrels per 
day. During the year 117 develop- 
ment wells were drilled, resulting in 
101 completions. This level of de- 
velopment is expected to continue as 


Husky has available a significant in- 
ventory of development drilling loca- 
tions in the region. 


Natural gas is becoming an increas- 
ingly important aspect of production 
operations on the Alberta side of our 
holdings in Lloydminster and will be 
emphasized in Husky's development 
of the area in future years. 


Development of Husky’s significant 
natural gas discovery on Block 329 
offshore Louisiana in the Gulf of 
Mexico continued throughout 1977 
with a drilling program following the 
construction and installation of an 8 
slot four pile production platform. The 
seventh well on the block Is currently 
drilling. Each development well has 
encountered multiple natural gas 
zones aS were encountered in the 
discovery well. A total of eight wells 
are planned from the platform prior to 
delivery of the natural gas. 


In early 1978 Husky signed a natural 
gas sales agreement with Panhandle 
Eastern Pipeline Company to sell the 
gas from Vermilion Block 329. This 
contract anticipates production rates 
in excess of 50 million cubic feet 


per day. Natural gas sales are ex- 
pected to begin from this platform in 
late 1978. 


Early in 1977, Husky purchased the 
oil and natural gas producing prop- 
erties of the Gilliland Oil and Gas 
Corporation in the Santa Maria Basin 
of California. These properties are ad- 
jacent to Husky’s Clark Avenue pro- 
duction in the region. The $7 million 
acquisition includes four producing 
leases totalling 800 acres and con- 
taining 35 wells with additional de- 
velopment prospects. 


During the year, a special technical 
group was formed by Husky to work 
exclusively on field research, de- 
velopment and improvement of en- 
hanced oil recovery technology. 
Building from Husky's base of infor- 
mation developed over a period of 
40 years of heavy oil operations and 
technical eminence in heavy oil re- 
covery projects in both the United 
States and Canada, the special en- 
hanced recovery group will work to 
provide the company with new and 
improved methods that can be eco- 
nomically applied to large scale 
operations on our holdings in Lloyd- 
minster, Cold Lake and Athabasca 
as well as in California. 
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The normal method of analyzing a 
company’s production base by cal- 
culating a reserve index is mislead- 
ing when applied to a heavy oil pro- 
ducer such as Husky. For instance, a 
recently completed detailed study by 
Husky identified 16 billion barrels of 
oil in place in the Lloydminster area. 
The company’s interest in the region 
is about 1.6 million acres of some 4 
million acres involved in the study. 
Historically in Lloydminster Husky 
has recovered approximately 5 per 
cent of the oil in place through pri- 
mary production and an additional 3 
to 5 per cent through secondary re- 
covery by water flooding. Thus, over 
90 per cent of the original oil in place 
is still in the reservoir when these ac- 
tivities are completed. More oil per 
acre foot of reservoir is left in the 
ground after depletion of a field by 
primary and secondary production 
methods than the total amount pre- 
sent in many light oil fields before 
production begins. With this impor- 
tant incentive to develop tertiary oil 
recovery methods, Husky is placing 
more emphasis on this technical de- 
velopment. 


Production activity in 1977 also in- 
cluded development in the Ackman 
Unit in Nebraska and a development 
drilling program outside the bound- 
ary of the Rangely Unit in northwest- 
ern Colorado. The successful de- 
velopment drilling program outside of 
the Rangely Unit has increased the 
company’s inventory of potential de- 
velopment locations in an area in 
which Husky has 50 to 75 per cent 
working interests. 


The posted price for Canadian 
crude oil production at the well head 
was increased $1 per barrel on 

July 1, 1977 and a further $1 per bar- 
rel on January 1, 1978. The Canadian 
Government has announced 
scheduled price increases of the 
same magnitude for July 1, 1978 and 
January 1, 1979. Part of the price in- 
creases will be passed on to the 
producer. 


As a result of litigation instituted by 
another oil company, The Supreme 
Court of Canada, in effect, declared 
the Province of Saskatchewan's 
method of collecting much of its 
revenue on oil and natural gas pro- 
duction invalid. The Saskatchewan 
Government has subsequently 
enacted legislation (Bill 47) by which 


it expects to restore these revenues 
to the Province retroactively. 


The effect on Husky of the new legis- 
lation cannot be ascertained until 
regulations, under which the new Bill 
is to be administered, are promul- 
gated. The Saskatchewan Govern- 
ment has indicated it does not intend, 
through the new legislation, to make 
a significant change in the amount of 
revenues the industry receives. 
Husky is continuing to account on the 
basis of, and financial records reflect, 
taxes and royalties at the same rate 
as prior to Bill 47. 


Proven 
Net Reserves 


as at December 31, 
1977 1976 


98,901,000 99,671,000 


Crude Oil (barrels) 

Natural Gas 
(thousands of 
cubic feet) 


Probable 

Net Reserves 
Crude Oil (barrels) 
Natural Gas 


(thousands of 
cubic feet) 


Combined 
Proven and Prob- 
able Net Reserves 


Crude Oil (barrels) 122,596,000 117,938,000 

Natural Gas 
(thousands of 
cubic feet) 


292,203,000 267,808,000 


23,695,000 18,267,000 


42,342,000 37,538,000 


334,545,000 305,346,000 


Above: Pipeline terminal — Lloydminster. 


Below: Lloydminster pumping 
unit maintenance. 


Summary of Wells Drilled 


Gross Wells 

Oil Gas Dry Total 
EXploratonvaDrNItin@h estos adee ene. if 19 Su 63 
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Summary of Gross and Net Production 


Oil and Gas Liquids Natural Gas 
1977 1976 1977 1976 
Gross Net Gross Net Gross Net Gross Net 
Thousands of Barrels Millions of Cubic Feet 

CANADA 
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Otani ANABDA ts sr esses 11,120 7,557. 10,091 8,474 19,728 14,643 sow W As) 13,180 
UNITED STATES 
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USCS Dy Oa ee 363 295 396 SyA6) 928 803 1,129 977 
VV VOU CBee werm eres seinen 2a a. 2,741 2,320 2,842 2,390 1,668 1,433 1,928 1,658 
@yinley Niessen 1,453 1,206 e220) 964 1,142 895 808 640 
ToralUNiLED STATES 2.3. 6,378 Hoes 6,234 Sa 9,012 7,644 8,469 ealeal 
eet hires STATES: s: 17,498 12,879 hOrozo 131619 28,740 2251 26,947 20,301 


11 


ion 


but 


tr 


Dis 


Dis —rAksaiaertenty pa 


In 1977, Husky's refining throughput, 
which increased to 59,500 barrels 
per day from 55,700 barrels per day 
in the previous year, was the highest 
in the history of the company. 


Husky has five small special purpose 
refineries. Three are located in the 
Rocky Mountain region of the United 
States at Cody and Cheyenne, 
Wyoming and at North Salt Lake, 
Utah. Two are in Western Canada at 
Lloydminster, Alberta and Prince 
George, British Columbia. 


Late in the third quarter, Husky 
publically announced a proposal for 
the construction of a 100,000 barrel 
per day heavy crude oil upgrading 
facility to be located in the heavy oil 
region of the Lloydminster area which 
straddles the Alberta/Saskatchewan 
border. The proposed plant would 
upgrade Western Canadian heavy 
crude oils — currently surplus to 
Canadian needs in their present form 
— into a sweet 34 to 35 degree API 
crude oil readily acceptable in all 
Canadian refineries. 


The proposed plant would upgrade 
heavy crudes for a fee, calculated on 
a ‘cost of service basis” each year. If 
the price difference between heavy 
crudes and the upgraded crude was 
insufficient to pay the upgrading fee, 
the governments involved would be 
asked to support the project by di- 
verting a portion of the new income 
tax and royalty revenues generated 
from this new production so that the 
upgrading fee could be maintained. 


Husky plans that the upgrading plant 
would be owned and developed by a 
new Canadian corporation to be 
comprised of Canadian investors, 
producers, refiners, governments or 
companies in which governments are 
involved. Suggested financing would 
be on the basis of 80 per cent long 
term debt and 20 per cent equity 
funds. The plant would be coordin- 
ated, managed and constructed by 
the consortium headed by Husky. 
Husky is prepared to provide up to 
25 per cent of the equity funds re- 
quired, subject to certain agreements 
between industry and governments. 
Discussions of the project with po- 
tential participants as well as various 
governments are in progress. Al- 
though the cost of the plant was 
originally estimated at $520 million, 
current estimates are substantially 
higher. 


Improvements in sales of Lloydmins- 
ter crude blend in 1977 followed a 
National Energy Board decision in 
Canada to separately license in- 
creased volumes of heavy oil for ex- 
port to the United States. This re- 
sulted in substantial increases in 
sales of Lloydminster blend from in- 
ventory, particularly in the second 
quarter. 


Husky had previously entered into 

a long term contract for the sale of 
25,000 barrels per day of Lloydmins- 
ter blend to a major oil company in 
Canada. Initial deliveries were com- 
menced July 1, 1977. In addition, 
Husky’s refinery in the area pro- 
cesses approximately 10- 12,000 bar- 
rels per day while other volumes are 
currently moving in response to firm 
demand from United States and 
Canadian refineries. 


At Cheyenne, Wyoming a refinery 
upgrading and expansion project 
now underway will allow the plant to 
run on more types of feedstock than 
previously and will reduce Husky’s 
dependence on highly seasonal 
asphalt and fuel oil markets. The pro- 
ject will also improve the refinery’s 
ability to convert heavy ends and 
asphalts to gasolines and fuel oil. 


Modifications in progress at the 
Prince George, British Columbia re- 
finery include de-bottlenecking of the 
existing plant, increasing throughput 
capacities from 8,000 barrels per day 
to 10,000 barrels per day and doub- 
ling Current production of gasolines 
and distillates. Both projects are ex- 
pected to be operational late in 1978. 


Husky is continuing to study methods 
and install equipment in an effort to 
reduce the amount of energy con- 
sumed in the refining process. The 
company’s energy consumption in 
refining has been reduced 21.2 per 
cent. Energy efficient methods and 
conservation practices are continuing. 


Below: Vessel maintenance — 
Salt Lake City. 

Opposite page: North Salt Lake, 
Utah refinery. 


Opposite page-inset: Prince George, 
British Columbia refinery. 


Summary of Refinery Runs 


1977 1976 
7 Thousands of Barrels 

Refinery 
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Refined Product Sales sarreis in millions 


Marketing = oS Ree 


In marketing activity in 1977, total re- 
fined product sales, light oil sales 
and rental revenues from Husky 
House restaurants as well as sales of 
tires, batteries and accessories were 
the highest in the company’s history. 


Refined product sales improved to 
68,600 barrels per day from 64,900 
barrels per day in 1976. Additional 
sales from the marketing outlets ac- 
quired from another company in 
Canada late in 1976 and a generally 
improved overall sales performance 
contributed to a nine per cent in- 
crease in light oil sales volume in 
1977. In the United States, increased 
volumes have resulted primarily from 
conversion of existing outlets to self- 
service operation. 


The establishment of additional com- 
pany owned and independently 
owned and operated tires, batteries 
and accessories (TBA) stores plus 
greater sales efforts are expected to 
result in continued growth and im- 
provement in earnings in this phase 
of our marketing department's ac- 
tivities. 


Heavy oil sales, including volumes 
from the Prince George, British 
Columbia refinery acquired late in 
1976 in Canada were up 33 per cent 
over 1976 volumes while heavy oil 
sales in the United States reflected a 
planned reduction in volume as a re- 
sult of a previously stated objective to 
vary the type of feedstock to Husky's 
U.S. refineries. In particular, asphalt 
production at the Cheyenne, Wyom- 
ing refinery was reduced, altering 
crude supply from heavier to lighter 
feedstocks. Heavy oil profitability was 
improved in the United States 

during 1977. 


Husky's unique Car/Truckstop sys- 
tem, which extends along the Trans- 
Canada Highway from Ontario to 
British Columbia in Canada and in- 
cludes strategically spaced locations 
on interstate highways in the western 
United States, continues to play a 
major role in Husky marketing 
strategy and plans. 


Car/Truckstops offer gasoline, diesel 
fuel, accessories, repair and mainte- 
nance service, sanitary off-loading for 
recreational vehicles and house 
trailers, propane and water, among 
other products and services and are 
equipped to meet a complete range 


of motoring, recreation and commer- 
cial trucking customer needs. Fully 
equipped Husky House restaurants, 
open 24 hours a day, are operated in 
conjunction with Car/Truckstops. 


Husky House restaurants continue 
to make an important financial con- 
tribution as well as complementing 
Husky’s Car/Truckstop system. Res- 
taurant income of $2.6 million in 1977 
exceeded the previous year's income 
by 13 per cent. 


Opposite page: New Husky identification 
on a recently acquired Canadian 
marketing outlet 


Opposite page-inset: Refined 
products tanker. 

Below left: Husky House Restaurant — 
Oregon. 


Below right: Full service Car/Truckstop. 
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Net Acreage Holdings and Rights on December 31, 1977 


Net Acres 
in thousands 
CANADA 
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Husky Oil NPR Operations, Inc., is 
presently in the third year of its five 
year cost plus fixed fee contract as 
operator to explore and develop the 
National Petroleum Reserve, Alaska 
— an area comprising 37,000 square 
miles on the North Slope. 1977-78 
activities, which will involve a budget 
of $190 million administered by the 
U.S. Geological Survey of the De- 
partment of the Interior, include sub- 
stantial geophysical and geological 
work as well as exploratory drilling. 


Almost 1,900 line miles of a continu- 
ing seismic/gravity program are ex- 
pected to be completed this year in 
the Southern Foothills, Umiat and 
Barrow areas, for a total of 5,900 line 
miles completed under Husky Oil 
NPR Operations management since 
the beginning of the contract. 


Following a successful exploratory 
well which discovered a new shallow 
gas field last year near Point Barrow, 
two confirmation wells are scheduled 
for drilling early in 1978. The first of 
these is currently drilling and an ex- 
ploratory well drilled this year in the 
Barrow area has been abandoned. 


Six additional exploratory wells are 
planned for the 1977-78 drilling sea- 
son. Four medium depth (7,200 to 
12,200 feet) wells are currently drill- 
ing and two deep wells are planned 
for depths of 19,500 feet, the deepest 
ever drilled on the North Slope of 
Alaska. 


Extensive supply, transportation 

and life support systems are indis- 
pensable to this northern exploratory 
program. For that reason, Camp 
Lonely was established by Husky as 
a major support facility capable of 
housing 100 people. Located on the 
coast of the Beaufort Sea, the camp 
has a substantial storage area as well 
as storage and maintenance build- 
ings and a complete airport equip- 
ped with all necessary aids. The en- 
tire camp facility is operated by 
Husky personnel. 


In the course of operations, supplies, 
fuel, equipment and personnel are 
transported by air to Lonely and other 
locations. More than 50 takeoffs and 
landings of aircraft occur per day 
during the peak season. 


Although drilling and other explora- 
tory activities are carried out during 


cold weather to protect the environ- 
ment, long lead time and advance 
planning is necessary to ensure that 
as much material as possible is 
transported to the National Petroleum 
Reserve by barge during the short 
summer season. 


The Husky Oil NPR Operations 
communications system has been 
expanded to three Earth Stations for 
direct communications via satellite 
telephones between drilling rig and 
construction sites and the Anchorage 
offices. An ongoing project will add 
the interstate link to provide direct 
communications between all Alaskan 
activities and the lower 48 states. 


Of 1387 people employed directly by 
Husky Oil NPR Operations, Inc., 68 
are located on the National Petroleum 
Reserve and most of the others are in 
the Anchorage office. In addition, 
about 700 subcontractor personnel 
are engaged in the various activities 
of the program. 


The concept of contract operation of 
a large scale project in a remote 
area, we believe, is applicable in 
other parts of the world. Husky is cur- 
rently investigating other potential 
areas where this concept could be 
applied. 


Opposite page: Geophysical survey party 
— National Petroleum Reserve, Alaska. 


Opposite page-inset: Recording 
seismic data. 


Below left: Supply train and mobile camp. 


Below right: Exploratory drilling with 
standby air transport. 
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Gate City Steel, a wholly owned 
subsidiary of Husky, is engaged in 
warehousing, distribution and pro- 
cessing of steel and steel products 
and in the fabrication of concrete 
reinforcing bar and miscellaneous 
light steel. Gate City has 13 plants 
located in the midwestern and 
Rocky Mountain regions of the 
United States. 


Gate City’s sales for the twelve month 
period of 1977 increased 7 per cent 
over the previous year's results. Earn- 
ings, however, declined about 31 per 
cent as margins in the steel industry 
were adversely affected in a period 
of steel oversupply in the United 
States. In a reaction to an influx of 
foreign steel into the country in 1977, 
an import tariff system of “trigger” 
prices designed to balance the effect 
of such imported volumes of steel is 
currently being discussed. 


At Boise, Idaho an old inefficient 
plant was replaced by a new facility 
which became operational during the 
first quarter of 1977. 


The improved operation of Gate 
City’s Gary, Indiana plant, acquired in 
1976, partially offset the effects of 
continued slow markets in the steel 
industry generally in 1977. The plant 
substantially increases the com- 
pany’s capacity for decoiling and 
processing heavy gauge steel coils 
and includes equipment unique In 
the steel servicenter industry. It also 
allows for integrated leveling, slitting, 
shearing, stacking, conveying and 
banding of steel and aluminum. The 
Gary facilities, contained in a one 
million square foot plant, also provide 
a central warehousing function for 
Gate City’s other plants. 

During the fourth quarter a ser- 
vicenter outlet was acquired at St. 
Paul, Minnesota. The new plant 
complements and is compatible with 
Gate City’s market area and provides 
representation in the dynamic Twin 
Cities area of Minnesota. 


A significant portion of the supply to 
the St. Paul plant can be provided 
from Gate City’s major inventory at 
Gary, Indiana. 


Opposite page: Multiple flame steel cutting 


Left: Stee/ fabrication — Gary, Indiana 
Above: Stee/ plate storage — 
Davenport, lowa 

Below: Steel coil storage — Gary, 
Indiana 
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Husky Industries manufactures bar- 
becue briquets and activated carbon 
from eight plants located mainly in 
the midwestern and eastern regions 
of the United States. 


Seven of the plants manufacture and 
market barbecue briquets while the 
eighth plant at Romeo, Florida manu- 
factures activated carbon for munici- 
pal water treatment. Activated carbon 
sales are made directly and through 
distributors to a number of cities 
throughout the United States. 


Husky Industries completed its fourth 
consecutive year of record high sales 
revenues and earnings in 1977. 
Revenues for the period increased 
slightly while earnings improved 
about 15 per cent over the previous 
year’s figures. 


At Dickinson, North Dakota a second 
multi-hearth furnace, designed to in- 
crease the plant's production, was 
installed in the first quarter of 1977 
and became fully operational later in 
the year. The first multi-nearth fur- 
nace was installed at Dickinson in 
mid-1976. 


In 1977 sales of briquets were 
approximately equivalent to the com- 
pany’s full plant capacities and im- 
provements in Husky Industries fi- 
nancial results primarily reflect mar- 
keting advances in both activated 
carbon and charcoal briquet opera- 
tions. Husky Industries is 80 per cent 
owned by Husky. 


Opposite page: A selection of consumer 
charcoal products. 

Below left: Filling containers, 

charcoal lighter. 

Below centre: Product shipping — 

Ocala, Florida. 


Below right: Briquet bagging - 
Florida. 


Financial Review 


Management's Discussion 
and Analysis of the Financial 
and Operating Summary 
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The following is Management's de- 
scription of certain significant factors 
which have affected the Company's 
operations for 1977 and 1976 com- 
pared with the previous year. 


1977 Compared to 1976 


The Company’s net earnings for the 
year ended December 31, 1977 were 
$42.8 million ($4.06 per share) com- 
pared to $30.0 million ($3.02 per 
share) for 1976. The higher earnings 
were primarily a result of improve- 
ments in all segments of petroleum 
operations. 


Consolidated sales and operating 
revenues were up 19% to $620.4 mil- 
lion as a result of greater sales in 
almost all areas of the Company’s 
business. 


Revenues from the sale of crude 

oil and natural gas increased 25%, 
reflecting both volume and price in- 
creases. The gross volume of crude 
oil produced increased 7% (10% in 
Canada), while the net volume of 
crude oil actually declined 5% (11% 
in Canada). The decline resulted 
from a change by the Saskatchewan 
government in its method of revenue 


Market Information — 1977 


collection on oil production from a 
surcharge to a royalty basis. Al- 
though the new method has the ef- 
fect of reducing net crude oil pro- 
duction volumes, the change has not 
significantly affected the Company’s 
production income per barrel pro- 
duced. The net volume of natural gas 
produced increased about 10%. The 
Company has the ability to produce 
natural gas at a higher rate but is 
limited by the market. 


Revenues from the sale of refined 
petroleum products increased an 
overall 21% including an increase 
from the sale of asphalts and heavy 
fuels of 12% and gasoline and all 
other products of 24%. Prices for 
both classes of products increased 
over the previous year's level as de- 
mand improved in 1977. The volume 
of light petroleum products was up 
28% in Canada and 5% in the United 
States. The large increase in Canada 
was primarily a result of the acquisi- 
tion of additional refining and market- 
ing assets in November, 1976. Addi- 
tionally, more service stations were 
converted to self-service units in both 
Canada and the United States during 
1977. The volume of asphalts and 
heavy fuels sold in Canada was 33% 
higher in 1977 but, coupled with the 


6% Cumulative Redeemable Preferred Shares 


Series A 
1977 High 
Low 
1976 High 
Low 


Series B 
1977 High 
Low 
1976 High 
Low 


Common Shares (per Toronto Exchange) 


1977 High 
Low 


1976 High 
Low 


Dividends per Common Share 


First Second Third Fourth 
Quarter Quarter Quarter Quarter 
OD 40 403% 402 
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22% 21% 20% 20% 
17% 19% 16% 16% 
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40 40 


decline in the United States, the total 
volume was down 4%. The increased 
volume in Canada can be attributed 
to additional capacity purchased in 
November, 1976 and a greater de- 
mand for asphalt in the Western prov- 
inces. The production of asphalt was 
reduced in the United States in late 
1976 because of low demand for the 
product. The planned reduction was 
accomplished by altering crude pro- 
cessed to lighter feedstocks. The 
Company’s dependence on the vol- 
atile asphalt market will be further re- 
duced by the installation of coking 
facilities at its Cheyenne refinery, 
scheduled to be completed in late 
1978. 


Revenues from steel operations in- 
creased 7% to $74 million. Earnings 
before income taxes were down 31% 
to $3 million. Profit margins continued 
to be down because of low priced 
foreign and domestic steel and rising 
costs In all areas of operation. 


Revenues from charcoal operations 
increased 3% to $37 million primarily 
because of price increases. The vol- 
ume of briquets sold declined 8% re- 
sulting from raw material shortages 
which were caused by work stop- 
page at suppliers’ facilities. Earnings 
before income taxes were up 14%. 


Consolidated cost of sales and 
operating expenses increased 17% 
while sales increased 19%. The re- 
sulting improved profit margin 
primarily reflects more profitable re- 
fining and marketing operations in 
the United States. Costs, particularly 
crude oil costs, rose at a lower rate 
than sales prices. Demand for both 
light and heavy oil products was 
firmer in 1977 and the volume of less 
profitable heavy oil products was re- 
duced as explained above. The im- 
proved profit margin was achieved in 
spite of a charge of $11.3 million re- 
lative to the United States Depart- 
ment of Energy entitlements program 
(see note 13 of the notes to the con- 
solidated financial statements). Addi- 
tionally, higher prices for crude oil 
and natural gas provided a better 
margin for the production of those 
products in Canada. 


Selling, general and administrative 
expenses were 16% higher in 1977. 
This increase was caused by general 
cost increases throughout the opera- 
tion and to an expanded level of 
business activity. 


Interest expense increased 16% to 
$14 million which reflects a higher 
level of debt financing, both short- 
term and long-term, during most 
of 1977. Interest rates also began 
rising in 1977. 


Other expenses were up $5 million 


(12%) and included increases in de- | 


preciation, depletion and amortiza- 
tion of almost $7 million (20%). De- 
preciation was 25% higher and re- 
sulted from greater investment in 
depreciable assets. Depletion was 
up 14% reflecting both greater ex- 
penditures in exploring for and de- 
veloping petroleum reserves and a 
greater volume of production. 


Income taxes increased 32% to $34 
million as a result of greater earnings 
in 1977. The effective rate declined 
less than 2% to 44%. 


Capital expenditures for 1977 of 

$92 million were $7 million less than 
in 1976. Exploration and develop- 
ment expenditures amounted to $66 
million compared to $42 million in the 
previous year. Capital expenditures 
in 1977 were financed primarily from 
operations. 


The ratio of net earnings from opera- 
tions, expressed as a percent return 
on average total assets invested in- 
creased from 6.2% in 1976 to 7.6% 
in 1Oi7: 


1976 Compared to 1975 


The Company's net earnings for the 
year ended December 31, 1976 were 
$30.0 million, or $3.02 per share, 
compared to $36.0 million, or $3.64 
per share, for 1975. The decline in 
1976 earnings was primarily due to 
increased cost of crude oil supplies 
to Husky’s United States refineries 
that was not recovered in asphalt and 
heavy fuel oil markets. 


Sales and operating revenues in- 
creased 15% to $522.4 million. Even 
though the volume of net crude oil 
and natural gas produced declined 
15% and 6% respectively, production 
revenues increased by 8% due to 
higher prices. 


Net Canadian natural gas production 
declined 8% while gross production 

remained almost unchanged, mainly 
due to increased provincial royalties 

in Alberta. 
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In Millions of Dollars 


Gross Operating Revenues 


Net crude oil and natural gas pro- 
duced in the United States remained 
relatively unchanged from 1975 
levels. 


Net crude oil volumes produced 
declined 22% in Canada resulting 
primarily from a seven month pro- 
duction curtailment in the Lloydmins- 
ter area and a change in the Sas- 
katchewan government taxing struc- 
ture, effective November 1, from a 
surcharge to a royalty basis. Produc- 
tion curtailment was necessary be- 
Cause competitive market conditions 
and Canadian export regulations re- 
stricted the market for Lloydminster 
heavy crude. In February, 1977 the 
Company announced plans to im- 
mediately remove all prorationing in 
the area in response to positive indi- 
cations from the United States De- 
partment of Energy and the National 
Energy Board of Canada that current 
import and export regulatory prob- 
lems would soon be resolved. 


Additionally, the Company entered 
into a long term arrangement, effec- 
tive July 1, 1977, to supply another 
Canadian refiner with 25,000 barrels 
of Lloydminster blended oil per day 
at prevailing market prices. This rep- 
resented an increase of 17,000 bar- 
rels per day from volumes already 
being delivered. 


Revenues from the sale of refined 
products increased 13% resulting 
from both volume and price in- 
creases. The volume of gasoline 
and other light products increased 
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8% in the United States and 29% in 
Canada. Higher volumes reflect the 
Company’s conversion to self service 
stations, the institution of a “rack pric- 
ing” system in Canada and an in- 
creased availability of products for 
sale. Additionally, the Company ac- 
quired the refining and marketing as- 
sets of another Canadian oil com- 
pany effective November 1, 1976, 
which increased sales volumes dur- 
ing the last two months. 


Revenues from steel operations in- 
creased 12% to $69 million in the cur- 
rent year. However, earnings before 
income taxes were down 27%. The 
steel industry, in general, was in a 


SHIIMOH 
Siu Np. 


Carbon operations had a record 
year in 1976. Sales increased 31%, 
including volume increases of 18% 


al briquets and 9% in 
activated carbon. Earnings before 
income taxes were up 58% to 
$5 million. 


Costs and operating expenses in- 
creased 21% resulting in a lower pro- 
fit margin for refined petroleum prod- 
ucts and from steel operations. The 
profit margin declined for all refined 
leum products because market 
conditions had not allowed selling 
orices to rise as rapidly as crude oll 
and refinery operating costs. Lower 
orofit margins were largely offset by 
higher sales volumes for light oil 
products such as gasoline. However, 
the market value of asphaltic prod- 
ucts in the United States declined 
substantially from corresponding 
1975 values, resulting in a reduction 
in the Company's earnings. The 
Company altered some of its refinery 
runs late in 1976 to reduce the yield 
of asphalt products. 


Selling, general and administrative 
expenses increased 16% mainly from 
inflationary pressures, some ex- 
panded business activity and ever 


Capital Expenditures 


Exploration 

Producing properties and pipeline 
facilities 

Refining and Marketing 

Other 


increasing governmental reporting 
requirements. 


Interest expense — net of interest 
income was up 24% over 1975 as a 
result of increased borrowing, both 
short-term and long-term. Certain 
long-term interest rates were also 
higher in 1976. 


Other expenses, which were up 

$6 million (19%) include depreciation, 
depletion and amortization increases 
of $2 million or 7%. Depreciation and 
amortization increased 11% because 
of greater investment in depreciable 
assets. Depletion increased only 3% 
because production volumes of 
crude oil and natural gas were down 
as explained above. The overall de- 
pletion rate actually increased 15% 
which reflects the higher costs of 
finding new reserves. 


Other expenses also include minority 
interest in earnings of subsidiaries 
which was $0.5 million greater in 
1976. The sale of the minority interest 
was consummated in July, 1975. The 
subsidiary earnings were greater in 
1976 and the greater portion of the 
earnings are usually generated in the 
first half of the year. 


Income taxes declined $6 million 
(18%) which corresponded to the 
decline in pretax earnings. The effec- 
tive income tax rate remained fairly 
constant at 46%. 


Capital expenditures were $99 million 
in 1976, an increase of $31 million 
over 1975. Approximately two-thirds 
of the capital expenditures were 
financed from operations, the bal- 
ance from long-term debt. 


The ratio of net earnings from opera- 
tions, expressed as a percent return 
on average total assets invested de- 
clined to 6.2% from 8.7% in 1975. The 
decline reflects significant capital 
expenditures and a decline in profit 
margins in 1976. 


1977 1976 


(thousands of dollars) 


1975 1974 1973 


$31,686 21,388 19,664 16,989 10,679 


33,990 21,004 31,248 21,081 18,037 
18,789 42,961 10,078 20,376 12,515 
7,413 14,054 7,141 


3,435 5,505 


$91,878 99,407 68,131 61,881 46,736 


26 


Business Segments 


1977 
Information by Industry Segment 
Sales 
Petroleum 
Crude oil and natural gas $ 94,230 
Asphalts and heavy fuels 73,903 
Gasoline, light fuels 
and other 341,532 
509,665 
Steel warehousing and 
processing 73,980 
Charcoal 36,724 
Consolidated total $620,369 
Operating profit 
Petroleum production, refining 
and marketing $ 81,778 
Steel warehousing and 
processing 3,918 
Charcoal 5,839 
91,535 
Interest expense (13,595) 
General corporate and minority 
interest (1,162) 
Consolidated earnings before 
income taxes $ 76,778 
Identifiable assets 
Petroleum production, refining 
and marketing $534,873 
Steel warehousing and 
processing 48,372 
Charcoal 19,729 
602,974 
General corporate 48 
Consolidated total $603,022 
Information by Geographic Area 
Sales 
Canada $209,658 
United States 412,935 
Other — 
Elimination of inter-segment 
sales (2,224) 
Consolidated total $620,369 
Operating profit 
Canada $ 59,296 
United States 33,920 
Other (1,681) 
91,535 
Interest expense (13,595) 
General corporate and minority 
interest (1,162) 
Consolidated earnings before 
income taxes $ 76,778 
Identifiable assets 
Canada $281,168 
United States 310,429 
Other 1 ESA 
602,974 
General corporate 48 
Consolidated total $603,022 


Year ended December 31, 


1976 


1975 


1974 


(thousands of dollars) 


75,426 
65,928 
276,346 
417,700 
69,083 
35,574 
522,357 


58,286 
5,101 
5,267 

68,654 

(11,698) 


(1,173) 


55,788 


469,521 
43,680 
16,686 


529,887 
15 


529,902 


147,312 
376,454 


(1,409) 
522,357 


44,969 
24,517 
(832) 


68,654 
(11,698) 


(1,173) 
55,788 


251 me 
264,736 
8,032 


529,887 
15 


529,902 


65,008 
74,102 
226,263 
365,373 
61,816 
PEC AO )22 
454,391 


67,252 
6,326 
3,809 

77,387 

(9,413) 


(456) 


67,518 


382,644 
32,798 
16,077 


431,519 
29 


431,548 


113,586 
344,528 


(3,723) 
454,391 


44,560 
33,104 

(277) 
77,387 
(9,413) 


(456) 


67,518 


198,309 
229,909 
3,655 


431,519 
29 


431,548 


50,171 
66,455 
218,940 
335,566 
79,270 
20,470 
435,306 


52,366 
7,851 
1,498 

61,715 

(8,561) 


(583) 


S2,071 


347,432 
31,289 
14,590 


393,311 
160 


393,471 


104,970 
333,581 


(3,245) 
435,306 


33,193 
28,726 
(204) 


61,715 
(8,561) 


(583) 
52:97 1 


175,273 
216,629 
1,409 


393,311 
160 


393,471 


1973 


45,492 
36,586 
109,642 
191,720 
46,178 
14,700 
202,906 


31,469 
5,101 
(1,256) 
35,314 
(8,249) 


(491) 


26,574 


283,685 
21,009 
14,628 


320,008 
166 


320,174 


70,235 
183,370 


(1,007) 
252,598 


24,852 
10,473 
(11) 
35,314 
(8,249) 


(491) 
26,574 


146,342 
HeeO5/: 
1,609 


320,008 
166 


320,174 


Source of Funds 


Sale of Issue of 
assets shares 
4.43% 15.60% 
Issue of 

long-term Operations 
debt 10.62% 69.35% 
Use of Funds 

Dividends Other 
6.34% 0.50% 


Property, plant 
and equipment 
66.32% 


Reduction 
of long-term 
debt 26.84% 
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Consolidated 
Statements of 
Earnings 


(stated in thousands of dollars) 


Husky Oil Ltd. 


Sales and operating revenues... 
Cosis and expenses 

Cost of sales and operating expenses (note. 13)... 2. 

Salli g, general and administrative EXPENSES . 2 ee eee 

In (net of interest income of $868,000 in 1977 and $504,000 in 1976) ....... 


INC OUS: Se a Eta eR ena en gece ee ene 
ation: ANG: @MOrniZaOne ee 


rnings before income.taxeS..... 28.5 5 ee 


ome taxes (note 6) 


ee accompanying notes to consolidated financial statements. 
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Year ended December 31, 


1977 


$620,369 


450,781 
38,309 
13,595 


(1,177) 
23,070 
18,393 

620 


543,591 
76,778 


22,360 
11,611 


33,971 
$ 42,807 


$4.06 
$3.80 


1976 


922,350 


385,598 
32,891 
11,693 

1,176 
18,466 
16,204 

541 


466,569 
55,788 


18,136 
7,627 


25,/63 
30,025 


3.02 
on 


Husky Oil Ltd. Consolidated 
Statements of 
Other Paid-in 
Capital and 
Retained Earnings 


(stated in thousands of dollars) 


Year ended December 31, 


Other Paid-in Capital Retained Earnings 
1977 1976 1977 1976 
Balance at beginning of year ............................. $74,874 74,146 120,185 98,935 
Add 
Credit (charge) arising from sinking fund 
redemption of preferred shares ...................... 127 (6) 
Excess of consideration received over par value 
of common shares issued (note 7) .................... 21,397 728 
Steeler et ce Se ee ee 42,807 30,025 
96,271 74,874 163,119 128,954 
Deduct 
Cash dividends 
Petes ee eS. ob pe es 493 523 
Bommomcnaiccanole 8) Se 8,287 7,827 
Provision for redemption of preferred shares ............. 419 419 
| sie ae 9,199 8,769 
Meets ee ee $96,271 74,874 153,920 120,185 


See accompanying notes to consolidated financial statements. 
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Husky Oil Ltd. 


Consolidated 
Balance Sheets 


(stated in thousands of dollars) 


ounts and notes receivable! ici c1 03a a a ee 
nventories at lower of cost or net realizable value (note 3)...................... 
Prepaid eExPenSes oc e oe. eee a eee ee ee ee 


Total current ASSETS oe ti eee ee 


Notes receivable and miscellaneous assets — 


at cost less amounts written Off 5c. 2 oe 2 
Unrecovered costs —- Santa Barbara project (note 4) ......................+.-.-:. 


plant and equipment — at cost (note 5) 

and gas properties and equipment... 2... 6s 
ing, manufacturing, marketing, transportation facilities and other assets...... 

mulated depreciation and amortization .....--.. ++...) - 4 ta 

Accumulated depletion. 5.22.05 aes oper eee 


y 


Uinamortized debt issue.cOstS {252 ee 


dther intangible assets — at cost less amounts written Off .....-..-...++:+++sssss: 


See accompanying notes to consolidated financial statements. 


30 


December 31, 


1977 


$ 11,873 
113,423 
66,678 
765 


192,739 


7,631 
7,207 


345,927 
257,785 
(139,456) 

(73,260) 


390,996 


2,387 
2,062 


$603,022 


1976 


10,887 
82,240 
70,070 

907 


164,104 


6,852 
f,207 


291,933 
237,373 
(120,171) 

(62,774) 


346,361 


3,334 
2,044 


529,902 


Liabilities and Shareholders’ Equity 


Current liabilities 
Ore eR Re AIKS hone fo ee aia ee ee ee es 
Pecoumaspavamerancd accrued liabilities: 3.0.20. . uate en oe 
PGC Wem eaves 2 Ne OR, sete re ae ae eee 
bend teumacen: due within-one year (note:5) i). oe a ee ee 


Fare tie COUPEE NSLS Sy eee se a ree erg ee 


BORG tCHmUCDUNIIeIC wie ite cs, 6 ere kos i ee ee ee 


Deferred credits 
Dele toemneomicst axes. 000) <55...2. 565 au cs po ee ee 
ih aE ee Ei oe Pe 


Minonty anterest in-consolidated subsidiary. 2.2 ie ee a tk 


Shareholders’ equity (note 7) 
Cumulative, redeemable preferred shares, par value $50; authorized 


623,550 shares, issued 161,073 shares in 1977 and 168,861 shares in 1976 ... 


Common shares, par value $1; authorized 40,000,000 shares, issued 

10,924, Loo snares 1977. and: 9,803,113 shares.in 19/6. 3.) nese 
Undistributable capital surplus arising from purchase and 

SCC OMEO EP LCIOMCCLGhlAleS 2 oi) rc oe bag ee Ss oe ea ae ee 
ig emi em MIRE Me ec Sst pases pe wee oe ee a 
Es Re IS MME ee Sse isis Fetus pain aes Hee ere Gee Oe 


Commitments and contingencies (notes 11 and 12) 


Approved on behalf of the Board F.R. Matthews, Q.C., Director 


December 31, 


SE 


ae $ 24,300 
oe 99,495 
eee 8,534 
eats: 5,327 


Rares 137,656 
eae 120;795 


8,053 
tare: 10,925 
eS 2,732 


eae 96,271 
rane 153,920 


271,901 


$603,022 


H.H. Millar, Director 


1976 


27,250 
74,604 
3,703 
95299 


114,856 
142,543 


53,/67 
1,128 


54,895 
1,960 


8,443 
9,803 
2,343 


74,874 
120,185 


215,648 


529,902 
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Husky Oil Ltd. Consolidated 
Statements of 
Changes in 
Financial Position 


(stated in thousands of dollars) 


Funds provided 


Net CarminGs oc ce 5 ae Ea Sera eae tgs ee 


Add items not requiring working capital 


Depreciation, depletion and amortization... ...-....,0-)--+ +s ees e esses 
Deferred INGOME taxes eee asa hee aie eee 
Minority interest (0.0 le ei ee ee ee 


Other oy ER Gere Ce ee 


Working capital provided by operations .......-. 6.15.14 see esse ees 


issue of common shares 
Conversion of debentures — net 


Other eee 
Sale of assets ew Be ae ee eerie 
ssue.of long-term: debt: 2 ee 


i 
SS 
x) 
Co 
danke. 
di 


ds used 


Dividends 


Preferred SHALES ee Sees ee nee eee et nS 


Increase in working Capital’. 04 ie ee eee eee shee eee 


Changes in components of working capital 
increase (decrease) in current assets 


CAST EGR le ey al oe ea ae ceo eae ree 
Receivables oe See a ae as eee erie a veces ie tae coarse 
HAV OMTOLI ES I eo Si or era ie Ur ea Mca STD ah ree ere estates eM 
Prepaid expenses) oi. 0 ek ee eile ha se tiene ete ue gah nig ele ore eterna 


Increase (decrease) in current liabilities 


Notes payable 


Increase in working capital 


See accompanying notes to consolidated financial statements. 
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ions to property, plant and equipment ....-.2.. 21.25. eee ee 
Reduction in long-term:debt. 00. Ge a es 
Retirement of preferred shareS... 0.0.60. ee ee ea 


Accounts payable and accrued liabilities ............ cette eee eee 
Income: taxes payable Cs ei on sue esas ica te ete cle aim Cecio dline Rote tarecisy 
Long-term debt due within one year oo ee epee ee ee 


aver ee Vah apa eon RUe ARS afUlaicay wip eeydfimy Wdei el Veit elms Swittmty ery mela) ivi ipl e ee aR UR ANT NH emia Ale Ma Tae peu 


Year ended December 31, 


LOTS, 


$ 42,807 


41,463 
15,001 
620 
240 


100,131 


20,944 
1,574 
6,393 

15,333 


144,375 


91,878 
37,187 
Poe 


493 
8,287 
403 


138,540 
> 0,630 


$ 986 
31,183 
(3,392) 
(142) 


28,635 


(2,950) 

24,891 
4,831 
(3,972) 


22,800 
9. 0:830 


1976 


30,025 


34,670 
8,627 
541 

90 


73,953 


380 
390 
1,790 
66,179 


142,692 


99,407 
24,226 
425 


523 
Leek 
782 


133,190 
9,502 


S17 
16,211 
12,966 

208 


34,762 


17,750 

10,832 

(6,421) 
3,099 


25,260 
9,502 


Notes to Consolidated Financial Statements 


1. Significant Accounting Policies 


The consolidated financial statements include the ac- 
counts of all subsidiaries. The Company owns 80% of the 
shares of Husky Industries, Inc.; all other subsidiaries are 
wholly owned. United States subsidiaries are included at 
$1.00 U.S. = $1.00 Cdn. The Canadian dollar was quoted 
in New York City at $0.9142 U.S.= $1.00 Canadian at 
December 31, 1977 and $0.9916 U.S. = $1.00 Canadian 
at December 31, 1976. 

The companies employ the ‘Full Cost’ method of ac- 
counting and capitalize all North American exploration and 
reserve development costs. These costs are depleted on 
composite unit-of-production methods based upon 
proved developed reserves, as estimated by company 
engineers (see note 15 — future accounting change). 

The cost of acquiring, exploring and developing oil and 
gas interests outside of North America, and all mining 
interests, have been capitalized pending the outcome of 
exploration in each area of interest. These costs are being 
amortized at an annual rate of 20% pending reserve de- 
velopment. Unamortized costs will be depleted by the 
method set forth above if sufficient reserves are de- 
veloped. The unamortized costs of an abandoned area are 
Charged against earnings at the time of abandonment. 
Unamortized costs at December 31, 1977 and 1976 
amounted to $10,600,000 and $8,164,000, respectively 
(see note 15 — future accounting change). 
~ Depreciation of certain producing lease equipment ts 
provided by the unit-of-oroduction method. Depreciation 
of substantially all other depreciable assets is provided by 
the straight-line method at rates based upon their esti- 
mated useful lives as follows: 


Classification Rate 
Refining and marketing facilities including 

buildings and refinery equipment............... 2.5-20% 
Transportation facilities and equipment ........... 5.0- 50% 
Lease equipment (excluding equipment 

depreciated by unit-of-production method) ...... 7.1-10% 
OihelcepreciaWle aSSeiSn ee ek nen Various 


Substantially all inventories, excluding materials and 
supplies which are stated at average cost, are valued at 
cost on a last-in, first-out basis. 

Other intangible assets with limited economic lives are 
being amortized on a straight-line basis over their esti- 
mated lives. 

The companies follow the tax allocation basis of account- 
ing for all timing differences between net earnings and 
taxable income. 

The retirement and pension plans of the Company and 
its subsidiaries are contributory and are available to sub- 
stantially all permanent employees. The policy is to fund 
accrued pension costs as determined by actuarial studies. 
The unfunded past service costs are being funded and 
charged to operations over periods ranging from 10 to 20 

ears. 
: Basic earnings per common share are based on the 
weighted average number of common shares outstanding 
during the year. Fully diluted earnings per share are com- 
puted as if all outstanding options, warrants or conversion 
privileges were exercised at the beginning of the year. 


Husky Oil Ltd. 
December 31, 1977 and 1976 


2. Acquisition 
A subsidiary company purchased the Canadian refining 
and marketing assets of another oil company on November 
1, 1976, for approximately $38,600,000. 

The assets acquired are as follows (in thousands): 


GUERUFASSSISse eee na ses ety iar ile veer eh $ 5,400 
Ia Glaen cuniteelezess es Mes ey ena een aieren ear 11,000 
Plantanc Cquinmente 5 a0 2. ee a ees 22,200 

$38,600 


Land and plant and equipment include a refinery at 
Prince George, British Columbia and marketing outlets in 
Western Canada. The current assets consist mainly of 
inventories. 

The total consideration given approximated 
$38, 190,000 in long-term loans (see note 5) and $410,000 
in current funds. 


3. Inventories 


The major categories of inventories at December 31, are 
summarized below: 


1977, 1976 
(in thousands) 

Crude oil and refined oil products ........ $33,452 38,084 
steel and steel products 4 18,316. 16,510 
Charcoal briquets and raw materials ...... 8,213 Geeta 
59,981 61,905 

Materials#amd Sua DileS sis. aha 6,697 8,165 
$66,678 70,070 


If the first-in, first-out method had been used to value 
inventories, the amounts would have been approximately 
$30,407,000 and $22,709,000 higher than reported at 
December 31, 1977 and 1976. 


4. Unrecovered Costs — Santa Barbara Project 


Unrecovered costs of the Santa Barbara project of 
$7,207,000 represent the unamortized cost of oil and gas 
leases off the coast of California acquired in 1968 which 
expired in 1973. In February, 1969, the Secretary of the 
Interior of the United States of America amended the regu- 
lations relating to drilling for oil and gas on the outer conti- 
nental shelf and imposed an unlimited liability regardless 
of fault for damage caused by oil escaping. The Secretary 
also suspended drilling on these leases. These actions 
made it economically and practically impossible to con- 
tinue further exploration. As a result, exploratory opera- 
tions on the leases were discontinued and several com- 
panies including Husky Oil Company filed suit against the 
United States of America requesting repayment of acaquisi- 
tion and exploratory costs incurred or compensation for the 
value of the leases. The trial was completed in 1972 anda 
decision is still pending. In the opinion of counsel for the 
companies, it is impossible to predict the outcome of this 
litigation at this time. In the year the suit is settled or dismis- 
sed it is contemplated that under the full cost method any 
costs which are not recovered by the suit will be added to 
depletable costs. Had total costs been taken into depleta- 
ble costs in 1977 or 1976, the effect on net earnings would 
not have been material. 
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5. Long-term Debt 
Long-term debt at December 31 consisted of: 
1977 


1976 


(in thousands) 


Husky Oil Ltd. and Canadian Subsidiaries 
(stated in Cdn. $) 
Secured 
Sinking fund debentures 
6% ‘Series A, due ii 984 ian sae 
634% Series B; due in 1987. .e 
8Y2% Series C, due in 1991 
Notes payable — Other 
Unsecured 
Notes payable 
9% — $920,000 plus interest due 
quarterly to May 1, 1978, interest only 
due quarterly to February 1, 1982, 
balance due May 1, 1982 — Payable 
in U.S. $21,133,000 in 1977 and 
$23,692,000 in 1976 (see note 2)... 
34% over prime — $500,000 plus 
interest due quarterly beginning 
October 1, 1978, balance due 
July 1, 1983 (see note 2) 
1% over prime — interest only due 
semi-annually beginning May 1, 1977, 
balance due November 1, 1978 (see 
note 2) Refinanced January 1977 — Va% 
over prime — equal principal install- 
nents due monthly over 5 years end- 


19,553 


ment 
ing December, 1981-.....-...5.55) — 
67,904 
Husky Oi) Company and United States 
Subsidiaries (stated in U.S. $) 
6%4% convertible subordinated 
debentures due in 1997 (convertible 
into shares of parent company) 
with sinking fund payments from 
1983 to: 1996. a eee ele eae = 
Secured 
Notes payable 
634% — $47,000 including interest 
due monthly, balance due 
Apri 9G 4 ae ai cs esas arama 4,884 
Dilgisl eee en wir eu eae aS 4,702 
Long-term lease obligations ............ 687 
Unsecured 
Notes payable 
114% — $1,923,000 due annually 
beginning February 1, 1979, 
balance due February 1, 1991 ..... 25,000 
9% — interest only due quarterly 
beginning June 1, 1977, $750,000 
plus interest due quarterly 
beginning June 1, 1979, balance 
due March 77984 acetates 15,000 
7% — 82% — balance due 
1983; 101 SGA ie! os ee one emo 7,945 
58,218 
Total lorig-term Get espana. utes atenae alan 126,122 
Less amount due within one year ......... bio2h 
$120,795 
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10,455 
15,934 
13,654 

5,460 


23,000 


10,000 


5,190 
83,693 


22,095 


25,000 


9,053 
68,149 


151,842 
0299 


142,543 


Interest on long-term debt was $11,928,000 and 
$9,739,000 in 1977 and 1976, respectively. Assets of sub- 
sidiaries with an aggregate cost of approximately 
$49,600,000 and $79,600,000 on December 31, 1977 and 
1976, respectively, are specifically pledged as collateral. 
Additionally, the common shares of Husky Oil Operations 
Ltd. and Husky Oil Company, wholly owned subsidiaries, 
have been pledged by the Company. 

Aggregate annual maturities of long-term debt for the 
five years subsequent to December 31, 1977 are: 1978 — 
$5,327,000; 1979 — $9,756,000; 1980 — $10,346,000; 
1981 — $10,669,000; 1982 — $28,174,000. 


6. Income Taxes 


The income taxes charged to earnings for the years ended 
December 31, 1977 and 1976 are made up of the following 
components: 


Canada UES? 
Federal and Federal 
Provincial and State Total 
(in thousands) 
1977 
Current taxes. tee $18,060 4,300 22,360 
Deferred taxes 
GUNNS sin eoeg ee enreer — (3,390) (3,390) 
NORECURKENIT Seance se al 7,890 15,001 
$25,171 8,800 33,971 
1976 
Current taxesii vine en eae $14,445 3,691 18,136 
Deferred taxes 
CUIFEAE. Sea ane eer — (1,000) (1,000) 
Nonzcurrent eee 3,480 5,147 8,627 
$17,925 7,838 25,763 


The provision for deferred income taxes consisted of the 
following timing differences: 
1977 1976 


(in thousands) 
Lease acquisition, drilling and 


exploration costs (net of depletion) ..... $ 9,998 5,016 
Tax and book depreciation............+:: 7,167 B19 
Accrual for probable loss (see note 13) ... (3,390) (1,000) 
@itats per er Mena es Sencar eat Itc (2,164) 32 

$11,611 L627 


Total income taxes amounted to $33,971,000 in 1977 
and $25,763,000 in 1976, an effective rate of approxi- 
mately 44% in 1977 and 46% in 1976. These totals are less 
than the amount of $36,086,000 in 1977 and $26,778,000 
in 1976 computed by applying the combined expected 
Canadian Federal and Provincial tax rates to earnings be- 
fore income taxes. The reasons for these differences are as 
follows: 


NO 


Amount % of Amount % of 
(in thous- Pretax (in thous- Pretax 
ands) Income ands) Income 


1976 


Computed “expected” 
taXOXDENSCnm tates a utoda. $36,086 47 
Increase (decrease) in 
taxes resulting from: 
Royalties, lease rentals 
and mineral taxes 
payable to the 
Crown, net of Pro- 
vincial rebates ...... 15,564 20 
Resource allowance on 
Canadian production 
WOO MIC mE Rates (11,673) (15) 
Tax depletion on 
Canadian pro- 


$26,778 48 


7,905.13 


(7,413) (13) 


duction income ...... (2,223) (3) (1,095) (2) 
Miscellaneous ......... (3,783) (5) (72) — 
$33,971 44 $25,763 46 


Income tax expense has been reduced by investment 
tax credits in the amount of $1,927,000 in 1977 and 
$1,900,000 in 1976. 


7. Capital Shares 


The Series A and B preferred shares require annual sinking 
funds to redeem 2,100 Series A shares at $53.50 per share 
and 5,850 Series B shares at $52.50 per share. 

At December 31, preferred shares were issued and out- 
standing as follows: 


1977 1976 
SSUES Ah Oommen eat) ice 42,162 44,774 
Ses 1B) = (GG ee es es 118,911 124,087 


161,073 168,861 


Common shares were issued during the years ended 
December 31, 1977 and 1976 as follows: 


Credited to 

Number Other 
Common Share Paid-in 
Shares Consideration Capital Capital 


(in thousands) 
1977 
520 Cash (issued on exercise of 
stock options and stock 


purchase warrants) ........ $ 1 6 

HO COOPSIOCLAOO MU Smee te we ean eo. 19 355 
1,102,300 Conversion of convertible 

debentures — net ......... 121022 24036 

1,121,620 Slee doo 

1976 
3,480 Cash (issued on exercise of 

stock options and stock 

purchase warrants) ........ Dae 46 

12 OORSTOC KE DOMU Sata rirmeiant< civieeece 19 321 
19,000 Conversion of convertible 

debentures —inet yo2r a. 2: 19 361 

41,680 $ 42 728 


Common shares have been reserved for issue as fol- 
lows: 


OTT. 
298,960 


1976 


298,980 Shares for Series E stock purchase 
warrants at exercise prices escalating 
from $18.00 to $21.00 per share 
expiring August 15, 1981. 

19,550 Shares under a share option plan for 
officers and employees at prices ranging 
from $6.77 to $12.94 per share and 
which generally expire in the year 
following termination of employment. 

— 1,104,750 Shares for conversion of 6%% 

convertible subordinated debentures at 

$20.00 per share until 1997. 

Shares under a stock bonus plan for key 

employees until December 31, 1989. 


19,050 


153,400 172,200 


471,410 1,595,480 


8. Dividends 

The Company is subject to the guidelines and regulations 
of the Anti-Inflation Act (Canada) as they apply to divi- 
dends. Accordingly, the Company’s ability to increase 
dividends is restricted. The Act is scheduled to expire on 
October 13, 1978. 


9. Pension and Retirement Plans 

Total pension expense was $2,855,000 and $2,464,000 for 
1977 and 1976, respectively, which includes amortization 
of the past service costs. Based on actuarial reports, the 
assets of the plans exceed the total actuarially computed 
value of vested benefits for employees. The unfunded past 
service costs amounted to $2,811,000 and $2,551,000 at 
December 31, 1977 and 1976, respectively. 


10. Officers and Directors Remuneration 

The Company had 12 directors and 18 officers, in 1977 
and, during 1976, had 11 directors and 17 officers, 2 of 
whom served in both capacities in both years. Remunera- 
tion was as follows: 


Directors Officers 
Paid by 1977 1976 1977 1976 
(in thousands) 
USI yCOUS LG crete sacee aatets $63. 46 
Husky Oil Operations Ltd. ...... SOs oe 
US OMACONMORIANY ae bes a ce SOnaroG Wee ChSt8) 
Husky Oil NPR Operations, Inc. . 22 80 
$99 82 1,449 1,242 
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11. Lease Commitments 

The companies conduct a minor portion of their operations 
with leased facilities which include service stations, refin- 
ery equipment, transportation, office and other miscel- 
laneous equipment. Contingent rentals are paid to lessors 
of certain service stations and are based upon sales vol- 
umes in excess of stipulated minimums. The terms of the 
numerous leases vary significantly. Some leases have re- 
newal options and others have purchase options. 

The following is a schedule of future minimum rental 
oayments required by year under operating leases that 
have noncancellable lease terms in excess of one year at 
December 31, 1977. 


Year ended December 31, Amount 


(in thousands) 
HR ACP MRUMMnN AMG Te ihe Me Ais ape i oot $ 4,507 
NeW de Pentima inmmman ores Manan EA AS ei Fw ok 3,976 
3/301 


Total minimum Dayments kk owe. a ae $30, 784 


owing schedule shows the composition of total 
t expense for all operating leases. 


Year ended 

December 31, 
1977 1976 

(in thousands) 
AVY RATS 2 Ure Es ae raat $8,317 (3208 
Va Talim RSiAneseum sul ce kaa Suter en Uae oi 390 652 
VES GI i es eee a sia (2,810) (2,700) 
$5,897 OES) 


in November 1976, the Financial Accounting Standards 
Board in the United States issued an accounting standard 
_ The new standard is generally effective for 
ntered into after January 1, 1977, and is to be 
4 retroactively no later than fiscal years beginning 
sember 31, 1980. Among other things, the stan- 
s forth new criteria for determining whether a lease 
tal lease or an operating lease as it pertains to the 
records. (For a capital lease, the asset being 
would be accounted for in the same manner as a 
ourchased asset and the lease obligation would be 
recorded as a liability. For an operating lease, rental pay- 
ments would generally be charged to expense as they are 
incurred.) 

The companies have elected not to apply the new stan- 
dard retroactively at the present time. Leases capitalized 
under the old accounting principles are not material (see 
note 5). There have not been any significant new leases 
incurred since January 1, 1977. 

The following schedule reflects the changes in assets, 
liabilities, and net earnings as if the new standard had been 
applied to the companies’ leases at December 31, 1977 
and 1976. 
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December 31, 
1977 1976 
(in thousands) 
Property, plant and equipment 


Service Statlons wie mete nena metre $12,496 12,531 
RETINCRES ee ae tanantniacin ge: 8,000 8,000 
BShiptal Mesa Peet Sale tna ae 993 874 
21,489 21,405 
Accumulated depreciation .......... 9,873 8,807 
11,616 12,598 
Other assets (decrease) ...:...-4..-+. (836) (816) 
$10,780 11,782 
Lease obligations 
Due within One Year ese y see ea $ 942 820 
OMOAERNV as a ane pepere ke aes!) 14,046 14,971 
14,988 15,791 
Other liabilities (decrease) ..........-. (2,145) (2,053) 
$12,843 13,738 
Decrease in net earnings (for 
the year ended) 2. ea eae $ (107) (204) 
Earnings per Snares a ca ee $ (0.01) (0.02) 


12. Commitments and Contingencies 
The Company and its subsidiaries are defendants in vari- 
ous lawsuits at December 31, 1977. While it is impossible 
to estimate the ultimate liability with respect to pending 
litigation, management believes there will be no material 
adverse effect on the financial position of the companies. 
A subsidiary is subject to regulation by various United 
States governmental agencies, including the Department 
of Energy (DOE). The DOE has completed an audit of the 
Company through 1974 but the results are still not known. 


13. United States Entitlements Program 

The entitlements program, now administered by the United 
States Department of Energy (DOE), was instituted in 1974 
in an effort to ameliorate inequities arising out of the Fed- 
eral government’s multi-tier crude oil price program. The 
Company obtained exception from the entitlements pro- 
gram through September 1977 conditioned on mainte- 
nance of a profit margin no greater than the profit margin 
realized by the Company's refining and marketing opera- 
tions in certain base years. Based on the terms of the 
exception, the Company has provided entitlement costs of 
$11,282,000 in the accompanying financial statements. 
The Company has filed a suit against DOE seeking to 
enjoin enforcement of the restrictive profit margin limita- 
tion. If the Company prevails in the litigation, the Com- 
pany’s 1977 provision for entitlement costs would be re- 
duced or eliminated. DOE has recently issued a proposed 
decision to decrease the margin further, which, if it were to 
become effective, could increase the Company's costs by 
an additional $2,200,000 for 1977. After provision for in- 
come taxes, net earnings would be affected by approxi- 
mately one-half of any change to the entitlements provision 
made for 1977. It is not possible to predict the ultimate 
outcome of the matter at this time. 


14. Business Segments 


The following is an analysis of certain consolidated finan- 
cial information by industry lines and geographic areas. 


1977 
Information by Operating 
Different Industries Sales Profit 
PeVelCUnimpetaacc <oN Sutras. oc. . $509,665 81,778 
See 0. <a 73,980 3,918 
Charcoclrewrn en er 36,724 5,839 
COMOINCGEE EMO r mais oh. o.. 620,369 91,535 
Generalteoroerate ete. cass. es. (542) 
Qe (eh ee (13,595) 
MALIMONI VMN CS Mee tern cracls. ys (620) 
CONSON Gale memraminn ols ok eke $620,369 76,778 
Information by 
Different Geographic Areas 
Canadas waememremenair sh reco te $209,658 59,296 
eC Slates tums ks NU. 412,935 33,920 
(ligt lindo ieee. costal ok ee ae (1,681) 
Adjustments & eliminations......... (2,224) 
CoOmBinec meen oe ans, Sa. 620,369 91,535 
General COnmorsie me te Gicax saa ts. . (542) 
IMeTeSt (MeUiemerater ca oc chsecie es 3 (13,595) 
I HNOLMN IMO . oS a eee (620) 
CORO S0) cc 31) uh een a $620,369 76,778 


The Companies operate principally in three industries, 
petroleum, steel and charcoal. Petroleum operations in- 
clude the exploration for and the production of crude oil 
and natural gas, the refining of crude oil, the wholesale and 
retail marketing of refined petroleum products, and the 
pipeline transmission of crude oil, natural gas and finished 
products. Steel operations include warehousing, process- 
ing and fabrication, and distribution of steel and steel 
products. Charcoal operations include the production and 
marketing of barbecue briquets, activated carbon and 
other charcoal products. 

Operating profit is total revenue less operating ex- 
penses. In computing operating profit, none of the follow- 
ing items has been added or deducted: general corporate 
expenses, interest expense, minority interest and income 
taxes. Depreciation, depletion and amortization for petro- 
leum, steel and charcoal, respectively, was $38,779,000, 
$1,594,000 and $1,090,000 for 1977 and $32,190,000, 
$1,431,000 and $1,049,000 for 1976. Capital expenditures 
for the three industries were $87,780,000, $1,450,000 and 
$2,648,000 for 1977 and $86,921,000, $10,538,000 and 
$1,948,000 for 1976. 

Identifiable assets by industry or geographic areas are 
those assets that are used in the companies’ operations in 
each industry or area. Corporate assets are principally 
cash. Transfers between geographic areas are based 
upon costs. 


15. Future Accounting Change 

On December 5, 1977, the Financial Accounting Stan- 
dards Board in the United States issued a Financial Ac- 
counting Standard which, among other things, was con- 
cerned with the method of reporting income by oil and gas 
producing companies. The standard would require com- 


1976 
Identifiable Operating Identifiable 
Assets Sales Profit Assets 
(thousands of dollars) 

534,873 417,700 58,286 469,521 
48,372 69,083 5,101 43,680 
19,729 35,574 5,267 16,686 

602,974 522, 35; 68,654 529,887 

48 (632) 1S 
(11,693) 
(541) 

603,022 522,357 55,788 529,902 

281,168 147,312 44 969 257,119 

310,429 376,454 24,517 264,736 
11,377 (832) 8,032 

(1,409) 
602,974 522,357 68,654 529,887 
48 (632) 15 
(11,693) 
(541) 
603,022 522-35ih 55,788 529,902 


panies to use the “Successful Efforts” rather than the ‘Full 
Cost” method of accounting for oil and gas exploration and 
production operations. The provisions of the new standard 
are to be retroactively applied in fiscal years beginning 
after December 15, 1978. 

The United States Securities and Exchange Commission 
and the Department of Energy are both holding public 
hearings in 1978 concerning questions that have been 
raised relative to the new standard’s effect on competition 
in the oil industry. It has been argued that the standard 
would make it impossible for small oil companies to com- 
pete with larger companies. 

lf the Company adopts the new standard, it will be 
necessary to restate Current and previously reported net 
earnings and shareholders’ equity. The Company esti- 
mates that net earnings and shareholders’ equity would 
have been reduced approximately as follows: 


1977 1976 
Net earnings (for the year ended) ...... 2-6% 13-17% 
Shareholders’ equity (at December 31) . 11-15% 13-17% 


The Company is still in the process of refining the con- 
version calculation. It is possible that the ultimate effect 
may not be within the ranges given above. 

Although adoption of the new standard is not expected 
to have a significant effect on the Company’s dividend 
policy, any wide fluctuation in reported earnings, which 
may result from the immediate expensing of substantial 
exploration efforts that prove to be unsuccessful, could 
impair the Company’s ability to raise additional capital. 


3/ 


16. Replacement Cost Data (Unaudited) 


Inflation has had a significant impact on the Company’s 
operating expenses and its investment in property, plant 
and equipment. A much greater capital investment has 
generally been required to replace property, plant and 
equipment having equivalent productive capacity than 
was necessary to acquire such assets originally. 

Data showing the estimated replacement cost of the 
Company's property (excluding mineral resource assets 
which amount to approximately 57% of the total property) 
and inventory together with the related effects on depreci- 
ation, depletion and amortization expense and cost of 
sales and operating expenses is presented in the Com- 
pany’s 1977 Form 10-K which will be filed with the Securi- 
ties and Exchange Commission of the United States of 


America, Washington, D.C. 


Auditors Report 
to the Shareholders 


We have examined the consolidated balance sheets of 
Husky Oil Ltd. as at December 31, 1977 and 1976 and the 
consolidated statements of earnings, other paid-in capital 
and retained earnings and changes in financial position for 
the years then ended. Our examination was made in ac- 
cordance with generally accepted auditing standards, and 
accordingly included such tests and other procedures as 
we considered necessary in the circumstances. 

The accompanying balance sheets as at December 31, 
1977 and 1976 include unrecovered costs of the Santa 
Barbara project. As discussed in note 4, the Company has 
brought suit against the United States of America to re- 
cover these costs and other amounts. In the opinion of 
counsel for the Company, it is impossible to predict the 
outcome of the litigation at this time. 

The Company is currently involved in litigation seeking 
relief from the restrictive profit margin limitation imposed by 
the United States of America, Department of Energy, enti- 
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17. Quarterly Financial Data (Unaudited) 


Summarized quarterly financial data (in thousands of dol- 
lars except for per share amounts) for 1977 and 1976 is as 
follows: 


Three months ended, 


March 31 June 30 Sept. 30 Dec. 31 

1977 
Net sales and 
operating revenues . $125,182 161,728 180,635 152,824 
(CESS OUOUI occ o 35,212 47,160 47,278 39,938 
Net earnings ....... 6,747 12,904 13,049 10,107 
Net earnings per 
common share 

Basicw tari ee 0.68 1.28 1.18 0.91 

Fully diluted ...... 0.61 1.15 ANS 0.89 
1976 
Net sales and 
operating revenues . $105,874 143,963 148,004 124,516 
EGOSSTOMOM bo Gea c< 28,981 37,484 38,639 31,655 
Net earnings ....... 5,008 See! O2AIS) 6,066 
Net earnings per 
common share 

BasiC.aataimecc nae 0.50 0.88 1.03 0.61 

Fully diluted ...... 0.46 0.79 0.91 0.55 


The Company’s business is fairly seasonal with sales 
volumes much higher during the summer months. 


tlements program, as discussed in note 13. It is not possi- 
ble to predict the ultimate outcome of the matter at this 
time. 

In our opinion, subject to the effects, if any, on the con- 
solidated financial statements of the ultimate resolution of 
matters referred to in the preceding paragraphs, these 
consolidated financial statements present fairly the finan- 
cial position of the Company as at December 31, 1977 and 
1976 and the results of its operations and the changes in its 
financial position for the years then ended, in accordance 
with generally accepted accounting principles applied on 
a consistent basis. 


PEAT, MARWICK, MITCHELL & CO. 
Chartered Accountants 

Calgary, Canada 

January 30, 1978 


Financial (thousands of dollars 
except per share figures) 
Sales and operating revenues 

Equity in earnings of 
Empire State Oil Company................ 


Cost of sales and operating expenses 
Selling, general and 
administrative expenses 
Interest (net of interest income) 
Other (including 
depreciation, depletion and amortization) .. 


Earnings before income taxes 
and extraordinary items 
Income taxes 


Earnings before extraordinary items 
Extraordinary items — net 


Net earnings 
Dividends on preferred shares 


Earnings tomecommon shares................ 


Common shares outstanding 
(weighted average in thousands) 
Earnings per common share 
From operations 
Extraordinary items — net 


Dividends per common share 
Preferred shares outstanding at par value ..... 
Working capital provided by operations 
Capital expenditures 
WYCiIMin) Celonell., Soc bu hao sot See eee 
LOVAGHIGHGN CIELO... 2 cake ae oe Clore eee 
Operations 
Production — Daily Average 
Net crude oil and gas liquids — bbls 
Net natural gas — mcf 
Refining and marketing — 
Daily Average Barrels 
FREI? (WINS: « oe pase cies otra So 0 ROR EIEN 
Refinecuarocuet SaleS aareit 7 ss0.-+% =~ 


Financial and 
Operating Summary 


1977 1976 1975 1974 1973 1972 
$620,369 522,357 454,391 435,306 252,598 204,324 
620,369 522,357 454,391 435,306 252,598 204,324 
450,781 385,598 318,619 321,694 173,215 143,456 

38,309 32,891 28,249 25,871 20,606 18,107 

13,595 11,693 9413 8561 8249 8637 
40,906 36,387 30,592 26,609 23,954 20,651 
543,591 466,569 386,873 382,735 226,024 190,851 

76,778 55,788 67,518 52,571 26574 13,473 

22,360 18,136 21,550 17,592 1,914 (2,686) 

11,611 7,627 9,950 5,500 8339 7,042 
33,971 25,763 31,500 23,092 10,253 4,356 
42,807 30,025 36,018 29479 16321 9,117 

ee ss = = am 1,338 

42,807 30,025 36,018 29,479 16321 10,455 

493 523 559 587 612 644 

$ 42,314 29,502 35,459 28892 15,709 9811 
10,417. 9,784 9,730 9,704 9579 9,536 
4.06 3.02 3.64 2.98 1.64 89 

me ee EA hes as 14 

4.06 3.02 3.64 2.98 1.64 1.03 
80 80 65 40 15 415 

8,053 8443 9,081 9,582 9,991 10,388 
100,131 73,953 78,016 62,368 49,155 33,820 
91,878 99,407 68,131 61,881 46,736 35,044 
55,083 49,248 39,746 33,972 36,359 29,232 
120,795 142,543 100,473 100,599 101,220 98,415 
35,287 37,301 43,949 43,015 43,984 41,482 
61,061 55,618 58,994 65,460 73,868 76,539 
59,521 55,719 56,220 59,116 50,828 48,624 
68,638 64,895 60,541 63,958 58,662 55,330 


1971 


184,185 


1,494 
185,679 
130,746 

15,937 
9,887 
18,122 
174,692 


10,987 


83 


AS: 
11,826 
29,282 
34,656 
IIS) 

111,144 


38,345 
67,271 


50,185 
53,285 


1970 


176,226 


758 
176,984 
128,821 

14,949 
9,261 
16,836 
169,867 


HAM 


143 
649 


792 


6,325 
(1,033) 


5,292 
694 


4,598 


9,411 


aS: 
12,221 
23,288 
47,209 
16,750 
109,052 


33,265 
49,293 


50,044 
56,961 


1969 


163,493 


163,493 
117,231 
14,443 
8,264 
15,690 
155,628 


7,865 


09 


30 
12,620 
24,244 
39,535 
15,388 

100,371 


31,663 
46,236 


47,893 
52,730 


1968 


153,663 


153,663 
108,291 


14,819 
6,981 


15,276 


145,367 


8,296 


8,723 


12,392 
24,165 
36,103 
22,901 
91,719 


30,742 
47,571 


45,802 
48,662 


Sie, 


Corporate Board of 
Information 


Directors 


Glenn E Nielson James E. Nielson a Waddy Bullion Ronald N. Dalby 


Cody, Wyoming Cody, Wyoming Dallas, Texas Edmonton, Alberta 
Chairman of the Board President Partner, Law Firm of Management and 
Husky Oil Ltd. Husky Oil Ltd. Thompson Knight Engineering Consultant 
Chairman of the Board Simmons and Bullion 


Gate City Steel 


William D. Dickie, Q.C. George S. Eccles David M. Kennedy F. R. Matthews, Q.C.* 
Calgary, Alberta Salt Lake City, Utah Salt Lake City, Utah Calgary, Alberta 
Energy Consultant Chairman of the Board Retired Banker Partner, Law Firm of 


First Security MacKimmie, Matthews 
Corporation and Chairman 
of First Security Bank of Utah 


SH 


J. K. McCausland H. H. Millar* William F. Mitchell Ward C. Pitfield* 

Willowdale, Ontario Edmonton, Alberta Toronto, Ontario Toronto, Ontario 

Retired Investment Dealer President and a Director Chairman, Mitchell President and a Director 
of Western Construction and Plummer and Co. of Pitfield, MacKay, 
Lumber Co. Ltd. Financial Consultants Ross & Company, Limited 


*members of the audit committee 
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Ocala, Florida 

Romeo, Florida 
Stamford, New York 
Waupaca, Wisconsin 


Gate City Steel Corporation 
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Annual Meeting 


The Annual General Meeting of 
Shareholders of Husky Oil Ltd. will 
be held in the Bayshore Inn, 
Vancouver, British Columbia on 
April 12, 1978. Formal notice of 
this meeting and proxy materials 
are enclosed 


Form 10-K 


Copies of the Company's 1977 
annual report on Form 10-K filed 
with the United States Securities and 
Exchange Commission, including 
financial statements and exhibits, 
will be provided without charge 
to shareholders who send 

written requests to the 

Office of the Secretary of the 
Company at Husky Oil Ltd., 
815-6th Street SW., Calgary, 
Alberta, Canada T2P 1Y1. 
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oil business. In addition, Husky has Gate City Steel 
and Husky Industries, which make a substantial 
contribution to our corporate sales and earnings. 
Approximately 80 per cent of Husky’s corporate 
earnings come from activities other than Lloyd- 
minster-type heavy oil production. 

The heavy oil industry in Canada is very healthy 
and shows every sign of remaining that way. With 
light oil production in Canada declining, Husky 
believes additional development of heavy oil 
offers the only near term alternative to offset 
energy shortages. 

North America has definitely entered a period 
of prolonged domestic crude oil deficiency, 
although pockets of local oversupply will occur 
from time to time. The heavy oil resources of 
Lloydminster are a potentially significant source of 
Canada’s future energy supply. The Canadian 
federal government has indicated that for the next 
five’ years heavy oil production in excess of 
Canada’s needs will be licensed for export. 

Both Canada and the United States have 
recently become much more sensitive to each 
other's energy problems and are more willing to 
help one another to their mutual benefit. Husky 
believes there will be no significant change in the 
historical distribution pattern of Canadian heavy 
crude to northern tier U.S. refineries. 

Recent Canadian heavy oil marketing and pro- 
duction problems have now been resolved. 
Government actions during the first six months of 
this year in both Canada and the United States 
have resulted in increased exports from Canada. A 
long term contract with a major oil company in 
Canada to purchase Lloydminster blend _ in 
addition to the blend that is processed in Husky's 
own Lloydminster plant, make the prospects look 
good for continued markets for the major portion 
of the region’s production. 

We see continuing markets for Husky's 
Canadian heavy crude oil production and it will 
continue to be a significant contributor. However, 
too much emphasis has been placed on Husky's 
heavy oil activities and not enough on the growth 
potential of our other operations. The prospects 
are excellent for Husky's continued growth and 
advancement. 


Sincerely, 


oe 


JAMES E. NIELSON, 
President 


August 11, 1977 
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Quarterly Report 
To Shareholders 


Six Months Ended 
June 30, 1977 


Financial 

Husky’s net earnings for the first six months of 
1977 improved to a record high of $19.7 million, 
or $1.96 per share, from $13.7 million, or $1.38 
per share, for the similar period last year. Fully 
diluted earnings were $1.90 per share this year 
compared to $1.24 per share for the first six 
months of 1976. The net earnings are after a total 
provision for cash and deferred income taxes of 
$15.9 million in 1977 and $13.2 million in 1976. 

Sales and operating revenues were $286.9 mil- 
lion, up 15 per cent from $249.8 million for the 
first six months last year. Cash flow from opera- 
tions improved to $49.1 million from $34.2 million 
for the comparable period in 1976, an increase of 
44 per cent. 

The increase in earnings reflects general im- 
provement in all aspects of Husky's activities with 
the exception of steel operations earnings, which 
were down from the first half of 1976. 


Exploration 


During the second quarter, Husky entered into a 
$36 million exploration program with Pan Eastern 
Exploration Company, a subsidiary of Panhandle 
Eastern Pipeline Company, to explore for natural 
gas in the Big Horn, Wind River, and Green River 
Basins of Wyoming and northern Colorado. Husky 
will operate the joint venture, furnish the explora- 
tion and operating staffs and contribute approx- 
imately 220,000 acres of land as well as $7 million 
in funds. Pan Eastern will contribute $18 million in 
funds. The cost of development of any discoveries 
will be shared equally and will be in addition to 
the commitment for exploration. 

Husky will have a 60 per cent and Pan Eastern a 
40 per cent interest in the co-venture properties. 
Pan Eastern has the right to purchase all natural 
gas with the exception of some equity gas Husky 
can reserve for use in its Rocky Mountain refiner- 
ies. Husky has the right to purchase all crude oil 
and natural gas liquids production. 

Husky is currently drilling a second well in the 
Green River Basin in the joint venture. The first 
well was drilled and abandoned. Two additional 
wells, one of which is scheduled as a deep Nugget 
test with a target depth of approximately 18,300 
feet, are expected to begin drilling in the Green 
River Basin before the end of August. 

An offset to the 1976 Cody oil field discovery 
well near Husky’s refinery at Cody, Wyoming, has 
been drilled and completed in the Phosphoria for- 
mation. Early production rates in excess of 250 
barrels of oil per day have been realized. Another 
well is presently drilling approximately one mile 
north of the discovery well. The company plans to 
initiate a significant program to develop the reser- 
voir if the third well also establishes production. 


HUSKY OIL LTD. 
and Subsidiaries 


CONSOLIDATED STATEMENTS OF EARNINGS 


Six months ended June 30, 


1977 


Sales and operating TeEVENUeS\. i012). :a)es ee een guys ee $286,910,000 


Costs and expenses 


Cost of sales and operating expenses................--- 204,538,000 


Selling, general and administrative expenses............. 19,552,000 
Interest (net of interest income of 
$263,000 in 1977 and:$247,000 in 1976).. ee 7,415,000 
Miscellaneous =~ neice ois 25 aw vis ce Ges ce eee eae a aes (413,000) 
Depreciation and amoruzation .< seas «sd ane et ee 11,268,000 
Depletion sf au so ig etc cee aan tee te Oe a Se cs 8,585,000 
Minority interest in earnings of 
consolidated subsidiary.( 9.195 12" 20-0 ae 412,000 
251,357,000 
Earnings before income taxesS........... 0.00 ee eee 35,553,000 
Income taxes 
CUNRONIE Sea ce cree ee RA ca a EEO dS 7,495,000 
Deferred sntine sa ear ig a eek em ctcotae | aed momen ei brn 2 8,407,000 
15,902,000 
INGE Carries Sau uiaiaeie chgten sac riaaby yak Chale maer ge eegnem at aha $ 19,651,000 
Earnings per common share 
Basie Ger, Sire N alte erie yest ah etme a ay Same aL $1.96 
Fully chuted ease ec cee Or, een org eee onde tga os $ 1.90 
OPERATING SUMMARY (Daily Averages) 
Gross crude oil and gas liquids — bbls.................. 46,757 
Net crude oil and gas liquids — bbls. ................... 33,707 
Grossnatural Gas mci. sec koa ak ee a te ae 84,508 
Net natural: gas = mchc ta ee tah eee One tue arenes 64,530 
Refining throughput — bbls; 4 poy. rs es ve 56,006 
Refined product sales = bbls.a3 i. se. ec0e ae ee: 60,988 


Note: Figures are unaudited and accounts of U.S. subsidiaries are included at $1 U.S. = $1 Canadian. 


Increase 


(Decrease) 
1976 % 

249,837,000 15 
183,372,000 aL 
16,777,000 17 
5,585,000 33 
(459,000) 10 
8,802,000 28 
8,453,000 ye 
405,000 2 
222,935,000 13 
26,902,000 32 

10,367,000 (28) 
2,795,000 — 
13,162,000 De 
13,740,000 43 
1.38 42 

a2 53 

477412 1) 

40,007 (16) 
80,162 5 
60,476 ZL 
53,866 4 
59,595 2 


and Sul) 

| 

CONDENSED CONSOLIDATED 
FINANCIA: 


Funds provided by 
Operations |. fas8 Pig Beles ae ho eee 
Long-termsdébt. iiss oxi cit oe | 
Debenttire -conversion? 245 6.25 oso ee 


CONDENSED CONSOLI 


Current assets jeu,.cac ee eh en. 
Properties, plant and equipment — net............ 
Otherassets oko = oes Geer a ee 


Totalassets, << 5.4.4. nec fee en ee | 


Current vlfabilities 2 eae. cae Vee ee 
Long term debt 72 wits ia earns ee 
Deferred credits. CtC..3257 4 se ak ee ee 
Shareholders®. equity... . 22 der ee oan eee Fg 


Total liabilities and shareholders’ equity.......,. 


| i 
See footnote to Consolidated Statements of Earnings 


| 


| 
| 
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_LTD. 
diaries 


-ATEMENTS OF CHANGES IN 


OSITION 


Six months ended June 30, 


1977 


$ 49,107,000 


15,546,000 
20,905,000 
2,430,000 


87,988,000 


43,652,000 
30,700,000 
4,171,000 
979,000 


79,502,000 
$ 8,486,000 


\TED BALANCE SHEETS 


MMC y CeCe te Cragg 


| +e Biisyee) june lenses 14 oie 


era AL OM) Contec ae 


1977 


$186,984,000 


369,249,000 
19,465,000 


$575,698,000 
$129,250,000 


127,443,000 
66,250,000 


252,755,000 
$575,698,000 


1976 


34,211,000 
33,675,000 


835,000 


68,721,000 


37,159,000 
18,449,000 
4,178,000 


(792,000) 


58,994,000 


9,727,000 


1976 


152,432,000 
301,877,000 


18,352,000 


472,661,000 


102,959,000 


115,757,000 
50,828,000 


203,117,000 
472,661,000 


At Fuller Reservoir in the Wind River Basin of 
Wyoming, a well was drilled and completed 
approximately one-half mile from a 1976 deep 
test which had encountered multiple gas pays 
from 4,000 to 10,000 feet. The offset well, com- 
pleted in a Fort Union sand, has been production 
tested at a rate of 4 million cubic feet per day 
against a back-pressure of 800 pounds per square 
inch. Additional drilling is scheduled in Fuller 
Reservoir in 1977. 

In the southern sector of Husky's 28,000 acre 
tract at Quirk Creek in Alberta, a deep test, which 
was cased to a depth of 15,400 feet, showed indi- 
cations of natural gas in the Mississippian and 
Devonian formations. A service rig has recently 
been moved onto the site to test both formations. 

An exploratory well, Cadlao No. 1, has begun 
drilling near the Calamian group of islands on 
Contract Block 310 on the northwest Palawan 
shelf about 38 miles offshore from Palawan Island 
in the Philippines. Husky has increased its interest 
in the block to 33 per cent by sharing the costs of 
the well equally with another company. The well 
is scheduled for a depth of more than 10,000 feet 
and is being drilled by the Glomar Tasman rig on 
the approximately 150,000 acre block held by the 
group under a 1973 service contract. 

In the United Kingdom sector of the North Sea, 
Husky has a 10 percent interest in an exploratory 
well presently drilling on Block 16/26. The 
company also participated in two exploratory 
wells in the United Kingdom sector which were 
drilled and abandoned. 


Production 


Husky's gross crude oil production for the first 
six months of 1977 averaged approximately 
46,800 barrels per day compared to 47,100 
barrels per day during the first half of 1976. Net 
crude oil production was 33,700 barrels per day 
compared to 40,000 barrels per day last year. The 
reduction in net crude oil volumes is largely a 
result of a change by the Saskatchewan Govern- 
ment in its method of revenue collection on oil 
and natural gas production. Although the new 
royalty method has the effect of reducing Husky's 
net crude oil volumes, production income is not 
significantly reduced by the change. 

Gross natural gas production during the first six 
months of 1977 increased to 84.5 million cubic 
feet per day from 80.2 million cubic feet per day 
for the similar period in 1976. Net natural gas pro- 
duction increased to 64.5 million cubic feet per 
day from 60.5 million cubic feet per day last year. 
The increases in natural gas volumes are primarily 
due to additional production from Quirk Creek in 
Canada and various properties in the State of New 
Mexico in the United States. 


Development of Husky's 1976 offshore Louis- 
iana natural gas discovery is progressing ahead of 
schedule. The number two well, or the first de- 
velopment well, was drilled from a production plat- 
form in a northwesterly direction and reached 
total depth about one mile from the discovery 
well. The natural gas sands encountered in the 
discovery well are indicated in the offset well. The 
third well is being drilled in a northeasterly 
direction from the discovery well. 

The successful development drilling programs 
in the Ackman Unit in Nebraska and offsetting the 
Rangely Unit in northwest Colorado are expected 
to continue throughout 1977. In Rangely, six wells 
have been drilled and completed and a seventh is 
drilling. In the Ackman Unit five wells in a ten well 
program have been drilled and completed. 

The posted price for Canadian crude oil pro- 
duction at the wellhead, was increased $1.00 per 
barrel on July 1. The Canadian government has 
announced scheduled price increases of the same 
magnitude for January 1, 1978, July 1, 1978 and 
January 1, 1979. Part of these price increases will 
be passed on to the producer. 


Refining and Marketing 


Refining throughput for the first half of 1977 
increased to 56,000 barrels per day from 53,900 
barrels per day for the first six months last year. 
These volumes do not reflect the crude oil pro- 
cessed for another refiner. The latter is expected 
to average about 9,000 barrels per day for the 
remainder of the year at the North Salt Lake 
refinery. 

Refined product sales this year totaled 61,000 
barrels per day, an increase of 1,400 barrels per 
day over the same period in 1976. Additional 
sales from the marketing outlets acquired from 
another company in Canada late in 1976 and a 
generally improved overall sales performance 
contributed to an 11 per cent increase in light oil 
sales in the first half of 1977. Heavy oil sales, 
including volumes from a refinery acquired late 
last year in Canada were up 25 per cent over the 
1976 results while heavy oil sales in the United 
States reflected a planned reduction in volume. 

Expansion and modernization programs at 
Husky's refineries at Cheyenne, Wyoming and 
Prince George, British Columbia, are underway. 

The facilities under construction at Cheyenne 
will increase refinery throughput capacity from 
24,000 to 30,000 barrels per day, combine three 
existing crude units into one with an improvement 
in fuel efficiency, enhance environmental protec- 
tion, provide the option of converting the 
residuals and asphalts to gasolines and distillates 
and will also include a new computerized truck 
loading system. 


An enlarged sulphur recovery plant will remove 
in excess of 99 per cent of the sulphur emissions 
from the produced fuel gas. The modernized re- 
finery will be designed to run on more types of 
feedstocks than it can at the present as well as the 
types of crudes that we expect will be available in 
the future. Work should be completed on this 
program in the summer of 1978. __ 

Extensive modifications to the Prince George 
refinery will debottleneck the existing plant and 
increase throughput capacity from 8,000 to 10,000 
barrels per day. With the expansion, the plant will 
produce approximately 4,200 barrels per day of 
gasolines and 4,100 barrels per day of distillates, 
doubling its current capacity for these products. 

The modifications will include the installation of 
a fluid catalytic cracking unit and other associated 
facilities. It is expected this project will be com- 
pleted in 1978. 

Under the terms of a previously announced 
long term contract, initial deliveries of 25,000 
barrels per day of Lloydminster blend to a major 
oil company in Canada were commenced July 1, 
1977. In addition, Husky’s refinery in the area pro- 
cesses 11,000 barrels per day while other volumes 
are currently moving in response to firm demand 
from U.S. and Canadian refineries. 

Gate City Steel 

Gate City Steel experienced a period of de 
pressed markets and the resulting highly competi- 
tive conditions contributed to a 22 per cent 
decline in after tax earnings and a 14 per cent 
decline in departmental cash operating income for 
the first half of 1977. 

Results of improved operation of Gate City’s 
new Gary, Indiana plant are expected to partially 
offset the effects of continued slow markets in the 
steel industry generally for the second half. 


Husky Industries 

The operations of the company briquetting and 
carbon subsidiary, Husky Industries, during the first 
six months of 1977 resulted in a slight increase in 
earnings over last year’s record high performance 
for the period. Gross sales increased to $25.6 
million from $24.6 million for the first half of the 
preceding year. 

An activated carbon upgrading program has 
been completed and, as a result, the company 
anticipates additional marketing improvements in 
its industrial carbon division. 


General 

With all the emphasis and attention being given 
to the heavy oil industry, it is also important to 
remember that, in addition to Husky’s substantial 
involvement in heavy oil, we are a fully integrated 
petroleum company involved in all aspects of the 


